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Re: NMOCD Case 12731 =
Application of TMBR/Sharp Drilling, Inc. Z,
for an order staying Division approval of two
applications for permits to drill to David
H. Arrington Oil & Gas, Inc.,

Lea County, New Mexico

Dear Ms. Wrotenbery:

On behalf of TMBR/Sharp, Inc., please find enclosed our referenced
application which has been set for hearing on September 20, 2001.

trul

W. Thomas Kellahin

cc:  Michael E. Stogner, OCD Hearing Examiner
David Brooks, OCD Attorney
Chris Williams
Supervisory (OCD-Hobbs)
Gene Gallegos, Esq.
Attorney for David H. Arrington Oil & Gas, Inc.
TMBR/Sharp Drilling, Inc.
attn: Tom Brown
c/o Susan Richardson, Esq.



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION OF
TMBR/SHARP DRILLING, INC. FOR AN ORDER
STAYING DIVISION APPROVAL OF TWO
APPLICATIONS FOR PERMIT TO DRILL BY
DAVID H. ARRINGTON OIL & GAS, INC.

LEA COUNTY, NEW MEXICO

CASE NO. 12731

APPLICATION OF TMBR/SHARP DRILLING, INC.
FOR AN ORDER
STAYING
DAVID H. ARRINGTON OIL & GAS INC.
FROM COMMENCING OPERATIONS

Comes now TMBR/Sharp Drilling, INC. ("TMBR/Sharp") by its attorneys,
Kellahin & Kellahin, applies to the New Mexico Oil Conservation Division for an order
staying David H. Arrington Oil & Gas, Inc.’s ("Arrington") applications for permit and
from commencing operations to drill the Triple Hackle Dragon 25 Well No. 1, W/2
Section 25, T16S, R35E and the Blue Drake 23 Well No. 1, E/2 Section 23, T16S,

R35E, Lea County, New Mexico pending a final adjudication of ownership in District
Court Cause CV-2001-315C, Lea County, New Mexico;

And in support states:
RELIEF REQUESTED
(1) There exists a dispute between TMBR/Sharp Drilling, Inc. ("TMBR/Sharp")

and David H. Arrington Oil & Gas Inc. ("Arrington") over operations in the E/2 of
Section 25 and the E/2 of Section 23, T16S, R35E, NMPM, Lea County, New Mexico.
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(2) Both TMBR/Sharp and Arrington have filed with the Division (OCD-Hobbs)
competing Applications for Permit to Drill ("APD").

(3) The competing APDs are in conflict with each other in that the drilling of these
two wells by one party will preclude the drilling of the other two wells by the other
party.

(4) The District Supervisor of the Hobbs Office of the Division has approved the

two Arrington APDs and correspondingly denied the two TMBR/Sharp APDs and in
doing so has favored one title claimant over another.

(5) In doing so, the District Supervisor has entered a letter/order which has
effectively determined a title dispute in favor of Arrington and which will cause

TMBR/Sharp’s leases to expire for failure to commence a well within the term required
for continuous development.

(6) This matter involves a title dispute between the parties which is now the subject
of litigation filed with the District Court Clerk, Lea County, New Mexico.

(7) By letter dated August 27, 2001, David H. Arrington Oil & Gas Inc.
acknowledged receipt of TMBR/Sharp’s application for an Emergency Order filed on
August 24, 2001 and agreed that it will not commence operations on either well until

after this matter comes before the Division for hearing on the next available Examiner
hearing docket; See Exhibit 1.

(8) This case has been set for hearing on the September 20, 2001 Division
Examiner’s hearing docket.

(9) There is good cause to issue an order in this matter in order to maintain the

status quo and preclude any party from gaining an unfair advantage over another while
this matter is addressed by the District Court.

(10) The Director of Division has primary jurisdiction over actions taken by the
District Supervisor and must now take action to preclude Arrington from commencing the

drilling of these wells pending a resolution of the dispute between Arrington and
TMBR/Sharp; See 19 NMAC 15.C.102; 19 NMAC 15.M.1101;
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INTRODUCTION

(11) On July 19, 2001, Arrington filed an application for permit to drill ("APD"
including Division Form C-101 and Form C-102) and obtained approval from the OCD-

Hobbs to drill the Triple Hackle Dragon 25 Well No. 1 in the N/2 of Section 25, T16S,
R35E, Lea County, New Mexico. See Exhibit 2

(12) On July 30, 2001, Arrington filed an application for permit to drill ("APD"
including Division Form C-1-1 and Form C-102) and obtained approval from the OCD-

Hobbs to drill the Blue Drake 23 Well No. 1 in the E/2 of Section 23, T16S, R35E, Lea
County, New Mexico. See Exhibit 3

(13) Arrington’s right to drill and operate these wells is predicated upon his

assumption that two oil & gas leases held by TMBR/Sharp had expired and that two "top
leases" now held by Arrington are in effect.

(14) Arrington certified on Division Forms C-101 and C-102 that it was the
operator for these two wells.

(15) Based upon information and belief, Arrington’s certifications were false

because, at the time filed its APDs, it did not have a working interest ownership in either
spacing unit and therefore was not the operator.

(16) TMBR/Sharp contends that the disputed lease acreage is subject to a July 1,
1998 Operating Agreement (See Exhibit 4) and that its leases of the disputed lease
acreage were perpetuated by TMBR/Sharp’s drilling of the Blue Fin "24" Well No. 1

which was dedicated to a 320-acre gas spacing and proration unit consisting of the W/2
of Section 24, T16S, R35E. See Exhibit 5.

(17) On August &, 2001, the OCD-Hobbs issued a letter/order denying
TMBR/Sharp’s permit to drill its Blue Fin 25 Well No. 1 to be dedicated to a 320-acre
spacing unit consisting of the W/2 of Section 25, T16S, R35E stating that the permit
granted to Arrington for his Triple Hackle Dragon Well No. 1 with a N/2 spacing unit
orientation precluded the approval of TMBR/Sharp’s application. See Exhibit 6.



NMOCD APPLICATION

TMBR/SHARP DRILLING, INC.
-PAGE 4-

(18) On August 8, 2001, the OCD-Hobbs issued a letter/order denying
TMBR/Sharp’s permit to drill its Leavelle 23 Well No. 1 to be dedicated to a 320-acre
spacing unit consisting of the E/2 of Section 23, T16S, R35E stating that the permit
granted to Arrington for his Blue Drake 23 Well No. 1 also with a W/2 spacing unit
orientation precluded the approval of TMBR/Sharp’s application. See Exhibit 7.

(19) On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District
Court, Lea County, New Mexico seeking a judicial determination, among other things,

of TMBR/Sharp’s right to drill and operate wells on the disputed lease acreage. See
Exhibit 8.

BACKGROUND

(20) Effective December 7, 1997, Madeline Stokes entered into an oil and gas
lease with Ameristate Oil & Gas, Inc. ("Stokes Lease") covering, among other lands, the
NW/4SW/4 and NW/4 of Section 24, T16S, R35E, Lea County, New Mexico;

(21) Effective December 7, 1997, Erma Stokes Hamilton entered into an oil and
gas lease with Ameristate Oil & Gas, Inc. ("Hamilton Lease") covering, among other
lands, the NW/4SW/4 and NW/4 of Section 24, T16S, R35E, Lea County, New Mexico;

(22) The primary term for both of these leases ended at midnight June 6, 2001;

(23) TMBR/Sharp is successor to Ameristate.

(24) Effective July 1, 1998, TMBR/Sharp entered into an operating agreement
covering lands in Lea County, New Mexico including the Hamilton and Stokes’ lands.

(25) On November 17, 2000, TMBR/Sharp as operator under this operating
agreement, filed an application for permit to drill its Blue Fin "24" Well No. 1 and to
dedicate a 320-acre gas spacing and proration unit consisting of the W/2 of Section 24
to the well. The permit was approved on November 22, 2000 by the OCD.

(26) On March 29, 2001 TMBR/Sharp commenced drilling and on June 29, 2001

completed its Blue Fin 24 Well No. 1 for production from the North Townsend
Mississippian Gas Pool.
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(27) TMBR/Sharp contends that its drilling and completion of the Blue Fin 24 Well

No. 1 was sufficient to extend the Hamilton and Stokes leases beyond their primary
terms.

(28) On March 27, 2001, Madeline Stokes entered into an oil and gas lease with

James D. Huff ("Stokes-Huff top lease") which covered the same lands as her lease to
Ameristate.

(29) On March 27, 2001, Erma Stokes Hamilton entered into an oil and gas lease

with James D. Huff ("Hamilton-Huff top lease") which covered the same lands as her
lease to Ameristate.

(30) On information and belief, Arrington controls some or all of the operating
rights in the Hamilton-Huff top lease and the Stokes-Huff top lease.

(31) On information and belief, Arrington obtained approval of its applications for

permits to drill based upon a claim of interest in the Hamilton top lease and the Stokes
top lease.

(32) The applications for permit to drill ("APDs") filed by Arrington has prevented

TMBR/Sharp from exercising its rights and fulfilling its obligations under the Stokes and
Hamilton leases.

(33) TMBR/Sharp attempted to drill two additional wells in accordance with the
provisions of the Stokes and Hamilton leases but was denied permits by the NMOCD
because APD’s had already been approved for Arrington.

(34) TMBR/Sharp has commenced litigation seeking, among other things, a
declaratory judgment from the District Court that the Stokes and Hamilton Lease have
been extended beyond their primary term and are in full force and effect because

TMBR/Sharp was drilling upon lands properly pooled with lands covered by these leases
across the expiration of the primary terms of those leases.

CONCLUSION

(35) TMBR/Sharp’s correlative rights will be impaired if Arrington decides to

proceed with either of these wells prior to having this matter resolved either voluntarily
or by the district court.
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(36) The entry of an Order by the Division will maintain the status quo and will
not harm Arrington.

(37) TMBR/Sharp requests that:

(a) David H. Arrington Oil & Gas Inc. is hereby stayed from commencing
operations on its Blue Drake 23 Well No. 1 (API #30-025-35644) within
the E/2 of Section 23, T16S, R35E, Lea County, New Mexico, pending a

final adjudication of District Court Cause CV-2001-315C, Lea County,
New Mexico; and

(b) David H. Arrington Oil & Gas Inc. is hereby stayed from commencing
operations on its Triple Hackle Dragon 25 Well No. 1 (API #30-025-35644)
within the W/2 of Section 25, T16S, R35E, Lea County, New Mexico,

pending a final adjudication of District Court Cause CV-2001-315C, Lea
County, New Mexico.

ULLY SUBMITTED:

W. THOMAS KELLAHIN
KELL/} IN & KELLAHIN
P. O. Box 2265

Santa Fe, New Mexico 87501
(505) 982-4285
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HAND DELIVERED -
Lori Wrotenbery, Director

Oil Conservation Division

New Mexico Department of Energy,
Minerals and Natural Resources

1200 South Saint Francis Drive

Santa Fe, New Mexico 87505

.
RS

Re: Request of TMBR/Sharp Drilling for an Emergency Order Staying David H. Arrington
Oil & Gas, Inc. from commencing operations pending hearing. '

Dear Ms. Wrotenbery;

On August 24, 2001, I was served with the Application of TMBR/Sharp Drilling, Inc. for an Emergency
Order Staying David H. Arrington Oil & Gas, Inc. from commencing operations on its proposed Triple
Hackle Dragon 25 Well No. 1 in the W/2 of Section 25, Township 16 South, Range 35 East and the
Blue Drake 23 Well No. 1 in the E/2 of Section 23, Township 16 South, Range 35 East, NMPM Lea
County, New Mexico. I was advised by W. Thomas Kellahin, attorney for TMBR/Sharp Drilling, that
the Application for Emergency Order would be heard by the Division at 8:00 a. m. on Monday, August
28, 2001.

I will not be representing David H. Arrington Oil & Gas, Inc. in this matter and have been advised that
at this time Arrington has not determine who will represent David H. Arrington Qil & Gas, Inc. in this
and related proceedings. However, I am the attorney for Arrington in other matters and contacted Mr.
Jeffery G. Bane at Arrington’s office concerning the Application for an Emergency Order. I have been
authorized by Arrington to advise the Division that Arrington Oil & Gas, Inc. will not commence
operations on either the Triple Hackle Dragon 23 Well No. 1 nor the Blue Drake 23 Well No. 1 until
after this matter comes before the Division for hearing on the next available Examiner hearing docket
which we understand to be scheduled for September 20, 2001.

William F. Carr

Cc: Jeffery G. Bane
David H. Arrington Oil & Gas, Inc.
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EXHIBIT "aA"
Attached to that certain Lett Agreement
dated July 1, 1998

hibered
axcept when snthasiced i wtitmg 9y the
Aawtxya Ausorwtizn of Pekoleum Luodran

OPERATING AGREEMENT
DATED

July 1 , 19 98 ,

OPERATOR TMBR/SHARP DRILLING, INC.

CONTRACT AREA _ Section 13: SE/4, Section 24: All, Section 25: NW/4,

all in T-16-S, R-35-E

COUNTY OR PFXRi3K OF LEA STATE OF _NEW MEXICO

COPYRIGHT 1982 —  ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.A.P.L. NO. 610 - 1982 REVISED

gxXHIBIT
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A.AP.L. FORM 610 - M_ L FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between THMBR/SHARP DRILLING, INC.

hereinalies designated and
referred to us **Operator*’, and the signstory pasty or partes other than Operator, sometimes hereinalier referred lo individually hesrin
as "'Non Operator™, and collectively as *'Non-Operators’'.

WITNESSETH:

WIIEREAS, the parties o this agreement are owners of oil and gas leases andlor oil and gas interests in the tand iduntified in
Exhibit ""A"", and the parties hereto have reached an agreement to explore and develop these leases andlor oil and gas interests for the
production of oil and gas to the extent and as hereinalfter provided,

NOW, THEREFORE, it is agreed as folfows:

ARTICLE I.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed to them:

A. The term *'oil and gas'' shall mean oil, gas, casinghead gas, gas condensate, and sl other liquid or gaseous hydrocarbuns
and ather mackeuble subttances produced therewlth, unless an intent to imit the inclusiveness of thls tecm is specilically stated.

B. The terms "'oil and gas lesse™, “'lease’’ and “'leaschold’’ shall mean the oil and gas leases covering wacts of knd
lying within the Contract Area which tre owned by the pasties 10 this sgreement.

C. The term “'oil and gas interests’’ shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement.

D. The term *'Conuact Area’* shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended 10 be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests
are described in Exhibic *'A*C.

E. The term ‘'drilling unit'* shall mean the area fixed for the drilling of one well by order or rule of any state or
{vderal body having suthority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish
ed by the pawtern of drilling in the Contract Area o as lixed by express agreemnent of the Drilling Pardies.

F. The term *'drillsite’’ shall mean the oil and gas lease oc interest on which 3 proposed welf is 1o be located.

G. The terms "'Drilling Party’’ and *'Consenting Party'' shall mean a party who agrees to join in and pay us share of the cost vl
any operation canducted under the pravisicns af this agreement.

H. The werms “"Non-Drilling Party'” and *‘Non<Consenting Party’* shall mean a party who elects not to participate
in a proposed operation.

Uans the context otherwise clearly indicates, words wsed in the singular include the plucal, the plural includes the
singular, (nd the neuter gender includes the masculine and the feminine.

i

ARTICLE IL.
EXHIDITS

The following exhibiws, as indicated below and auttachied hereto, are incorporated in and made a part hervof:
A Exhibit A", shall include the followlng information:
(1) Mentification of fands subject to this sgreement,
{2) Restrictions, if any, as to depths, formstions, or substances,
(3) Percenuges or [ractional interests of parties to this agreement,
(4) Oil and gas leases andlor oil and gas interests subject to this sgreement,
(3) Addresses of parties for notice purposes.
B. Exhibit ''8'", Form of Lease. s
C. Exhibit “*C"*, Accounting Procedure.
D. Exhibit '"'D**, Insurance.
E. Exhibit ""E"’, Gas Balancing Agreement.
F. Exhibit "'F"’, Non-Discrimination and Certification of Non-Segregated Facilities.
G. Exhibit *'G"", Tax Psrwnership.
¥ any provision of any exhibit, except Exhibits “'E' and “'G', is inconsistent with any previcina ronesinn? .r..?xr Sendy
of this agreement, the provisions in the body of this agreement shall prevail. -t

oos8ss0
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ARTICLE i1
| | INTERESTS OF PARTIES

A. Oil and Gus lnlcrexu:-

1€ any party owns an oil and gas interest in the Conltsact Area, that interest shall be trested for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B'*, and the owner thereol
shall be deemed 10 own both the royalty interest reserved in such lease and the interest of the Yessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and babilities incurred in operations under this agreement shall be borne and
pad, and all cquipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set

forth in Exhibit *"A™". In the saine manncr, the parties shall also own all production of oil and gas from the Contract Ares subject tw the

payment of royalties ta the extent of one-eighth (1/8) which shall be borne s hereinafter set {orth.

Regardiess of which party has contributed the lease(s) andlor oil and gas interesi(s) hereto on which royalty s due and
payable, cach party entitled to receive a share of production of oit and gas from the Contract Area shall bear and shall pay or dediver, o
cause to be paid or delivered, o the extent of its interest in such production, the royalty amount stipulaied hiereinabove and shall hold the
other pasties lree [rom any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price receivad
by such party, to any other party’s lessor or royalty owner, and il any such other party’s lessor or royalty ownee should demand and

recuive sctilement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
such highec price.

Nothing contained in this Acticle 111.B. shall be deemed an assignment or cross-assignment of interests covered hereby.

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royaly,
vverniding royalty, production payment or other burden on production in excess of the amount stipuluted in Article HLB., such party so
burdencd shall assume and alone bear all such excess obligations and shalt indemnily and hold the other parties hereto harmless from any
and all claims and demands for payment assertéd by owners ol such excess burden,

D. Subsequently Created Interests:

It any party should hercafter create an overriding royalty, production payment or other burden payable out oi production
autributable 1o its working interest hereunder, or if such a burden existed prior 10 this agreement and is not set forth in Exhibit “"A"", or
was aot disclosed in weiting to all other parties prior 10 the execution of this agreement by ali parties, or is not s jointly acknowledged snd
aceepted obligation of all parties (sny such interest being hereinalier relerred to as *'subsequently created interest’” irrespuctive of the

wming ol us creation and the party out of whose working interest the subsequently created interest is derivid being hereinalier refereed
ta as ‘'burdened party®’), and:

1.1 the burdened party is required under this agreement to assign or relinguish ta any other party, or parties, all or a portian

ol its working interest andlor the production attributable thereto, said other party, or partics, shall receive ssid assignment andhor
production free and clear of said subsequently created interest and the burdenued party shall indemnily and save said other garty,

or parties, harmless from any and all claims and demands lor payment asserted by owners of the subsequently creaed interes;
and,

. Il the burdened party fails ta pay, when due, its share of expenses chargeable hereunder, all provisions ol Article VILB. shatl be
enforceable against the subsequently created inlerest in the same manner as they are enlorceable against the working interest ol

the burdened party.

ARTICLE IV.
TITLES

]
A, Til:!! Examiaation:

i ‘i

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations o, if

the Drilling Parties so request, title examination shall be made on the leases andfor oil and gas interests included, or planaed w B includ
od, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royahy, averriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases andfor bil and
gas wuerests to the drillsite, gr 1o be indluded in such drilling unit, shall furnish 10 Operator all abstracts (including fuderal Iépx statuy
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possesdian of or
nude avatable w Operator by the parsics, but necessary lor the examination of the title, shall be cbtained by Operator. Opergtor shall
e Litle 10 be examined by attorneys oa its stadf or by outside attorneys. Copies of all title opinions shall be furaished to cuch party
hereto, The cost incurred by Operator in this titde program shall be borne as follows:

X

W] %';Q" No. 1: Costs incusred by Operator in procuring abstracts and title examination (including prelimingry, 1\;0

me!“"-

shutin gas royalty opinions and division order title opinions) shall be a part of the administrative ovechead as provided s Eihl’&%“ €,
and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attarneys.
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ARTICLE 1V
continued
v} Opion No. 2: Casts lncurred by Operator in procuring sbsiracts snd fees pald outside uttoracys lur tide exurnination
(including preliminary, suppleimental, shut-in gas coyalty opinions and division order title opinions) shall be borne by the Drilling Paruics
ut the proportion that the interest of each Drilling Party bears to the total interest of all Drilting Purties as such interests appear in iz

hibit T A", Operaror shall make no charge for services rendered by s stalf attorneys or other persoancl i the perdurmance ol the above
[unctiuns,

Each paety shall be responsible lor securing curative matter and pooling amendments or agreememts roquired in connectam
with leases or oil and gas interests conuributed by such party. Operator shalt be responsibile for the preparation and recording of pooting
dusignanions or duclurations as well as the conduct of hearings before governmentat agencies for the securing of spacing o pocling orders.
This shall not prevent any party {rom appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the tite 10 the driflsite or drilling uait has been examined s above

provided, und (2) the title has been approved by the examining attorney or title has been accepled by all of the partics who are 10 pac-
ticipale in the drilling of the well.

B. Loss of Title:

'
+-

suduction of interest {rom that shown on Exhibit “*A™", the pa

rly contributing the affected lease or interest shall have ninety (4
{rom final determination of title failure to acquire a new lease or other instrument curing the entirety of the tide lailure, wh

tion will not be subject 10 Article VI8, and failing 1o do so, this agreement, nevertheless, shall continue in force as
and gas lesses and intecests: and,

{9) The puarty whose oil and gas lrase or interest is allected by the title {ailure shall bear alone the
entithed  recaver tront Operator or the other parties any developinent or operaling costs which it
but thete shall be no additional isbility on its ‘part 1o the other parties hereto by reason of

e loss and it shall not be
ave theretofore paid or mcuried,

ch title failure;
() There shalt be no retroactive adjustment of expenses incurred or revenuus receg

been fost, but the interests of the parties shall be revised on an acreage basis, as of
curred, so that the interest of the party whose lease or interest is affected
Area by the amount of the interest lost;

(¢} H the proportionate interest of the other parties her
increased by reason of the title failure, the party whose ti

terest {less costs and burdens attributable thereto) u
well;

fram the operation of the interest which has
ime it is determined linally that title faituee has oc-
e title failure will therealter be reduced in the Contract

in any producing well theretofore drilied on the Contract Area is
as failed shall receive the proceeds attributable to the increase in such in
it has been reimbursed for unrecovered costs paid by it in connection with such

(d} Should -any person not a party
{aited, pay in any manner any part
who bure the costs which ag

() Any Lability
borne by the pa

this agreement, who is determined to be the owner of any interest in the tile which has
e cost of operation, development, or cquipment, such amount shall be paid to the pacty or partivs
refunded;

account to a third party for prior production of ol and gas whicl arises by reason ol utle Ludure shstl be
or parties whaose title fuiled in the same propoctions in which they shured in such prior production; and,

d—Lasss-bypi (¥) E 2, —A FoW H——t

y ¥ —ur—fire yrrett—ol— resHtheongh—tioteke—or gl iy ccatabeel n—wn)/
paymunt, inimum royalty or royalty payment, is not paid or ts erroncousty paid, and as @ result a kease or interest Mierein serpindies,
there shull be i monctary liability against the party who failed 10 make suh paymient. Unless the party who failed 1o ma
payent secures a new lease covering she sume interest within nincty (90) days lrom the discovery of the failure to
which acguisition will not be subject to Article VIILB,, the interests of the parties shall be revised un an
date of termination of the lease involved, and the party who fuiled 10 make proper payment will
the Contract Ares on account of ownership of the lcase or interest which has terminated,
requiced payment shall not have been fully reimbursed, at the time of the loss, fro
the lost interust, calculated on an acreage basis, for the development and o
shall be reimbursed for unrecovered sctual costs theretolore paid by.i
or wells previously abandoned) fcom so much of the folloyi
(a) Procecds of oit and gas, less operating ex
up to the amount of unrecavered costs;
(b) Procewds, less operating ex
ol wnd gas thereafter produc
rermination, would

e regmred

¢ proper paysent,
ge busis, cllecuve as of the
fger b credited with an interest in
e event the party who luiled 10 ke the
e proceeds of the sale of oil ynd gas attributable to
Ting costs theretofore paid on account uf such interest,
ut not for its share of the cost of any dry hole previously dsiticd
as is necessary to effect reimbursement:

s. theretofore accrued to the credit of the lost interest, on an acresge basis,

. therealter accrued auributable 1o the lost interest on an avrcage basis, of that portion of
d marketed (excluding production from any wells therealter dritled) which, in the absence of such lesse
Tibutable to the lost interest on an acreage basis, up 10 the amount vi unrecovered costs, the proceeds of said
and gas to be contributed by the ather parties in proportion to their respective interests; and,

¥
ny monies, up to the amount of unrecovered costs, that may

be paid by any paety whao is, or becomes, the owaer of the interest

N ot TN H A4 " 15—
'! T L4 ‘B L L & he- bl 'A‘ 4 (-] L b 44 L) e
.~
3. Other_Losses: All losses incurted, ether—han—ihose—seforh—in—deichetV 01 and 1V B2 aboue shull be jalnt’ losses
and shall be borne by all parties in proportion 1o theic interests. There shalt be no readjustment of interests in the seniining portion of
the Contract Area. ik
b
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A.APL FTORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

TMBR/SHARP DRILLING, INC. shall be the

Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmaniike manner, but it shall

have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful -misconduct.

B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof 10 Non Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned -without any action by Non-Operatars, except the selection of a suceessar, Operator
may be removed if it fails or refuses to carcy out its duties hereunder, or becomes insotvent, bankrupt or is placed in receivership, by the
alfirmative vote of twe (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit **A"" remaining
after exchuding the voting interest of Operator. Such resignation or removal shall not become eflective until 7:00 o’cluck AM. on the
fiest duy of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
Iy the Non-Operators to remave Opceraltor, unless a successor Operator has been selected and assumes the duties of Operator at an carlier
dare. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non Operator. A change of a cor-

porate name or strncture of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall nat
be the basis lor removal of Operator.

2. Selection of Successor Operator: Upon thie resignation or removal of Operator, a successor Operator shall be selecied by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shalt be selected by the affirmative vote of two (2) or more paities owning a majority interest
based on ownership as shown on Exhibit **A’’; provided, however, il an Operator which has been removed fails o vote or votes only to
siceeedd itsell, the successor Operator shall be seiected by the alfirmative vote of two (2} or more pasties owning a majority interest based
on ownership as shown on Exhibit **A"" remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

The number of employces used by Operator in conducting operations hereunder, their sclection, and the hours of labor and the
compensation for services performed shall be determined by Operator, and all such employces shall be 1he empluyees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usuval rates prevailing in the arca. If it so
desires, Operator may emplay its own tools and equipment in the drilling of wells, but its charges therefar shall not exceed the prevailing
rates in the arca and the rate of such charges shail be agreed upon by the parties in writing before drifling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the arca in contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE VL.
DRILLING AND DEVELOPMENT

A, Initial Well:

On or hefore the. day of
oil and gas at the following location:

, 19____., Operator shalt commence the drilling of a well for

ta ba

(&7

atevmined in the contract area at a later date

f
and shall thereafter continue the drilling of the well with due diligence to il

-
a depth to be determined at a later date,

A
B
Ve
I
R
i

B

unless pranite or other practically impenctrable substance ot condition in the hole, which renders further drilling |mpt:(1|u\l is tn
countered at a desser depth, or unless all partics agree to complete or abandon the well at a lesser depth. |

‘:i'i

Operator shall muke reasonahle tests of sll lormations encountered during drilling which give indication p( containing oil and
£a% in quantities sufficient Lo test, unless this agreement shall be limited in its application to a specific formation or formations, i
event Operator shall be required to test only the formation or formations to which this agreement may apply.

which

o
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ARTICLE V1
continued

. in Operstor’s judgment, the well wifl not produce oif of gas in paying quntitics, and it wisha 1o plug and abendon the
well as a dry hole, the provisions of Article Vl‘.E.l. shall thereafter apply.

. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VLA, or to rework, deepen or plug back a dry hole drilied at the joine expense of all parties or a well jointly owned by all
the partics and not then producing in paying quantities, the party desiring to drill, rework, deepen ot plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, propased depth, objective forma:
tion and the esumated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which 1o notify the party wishing 10 do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of 2 propasal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited 10 forty eight (48) hours, exclusive of Saturday, Sunday and tegal hohidays. Failure of a party receiving such notice o reply within
the period above fixed shall constitute 2n election by that party not to participate in the cost of the proposed operation. Any natice of
response given by telephone shall be promptly confirmed in writing.

Hall parties elect o participate in such a proposed operation, Operator shall, within ninety (90) days alter expiration of e nutice
period of thirty (30) days (or as promptly as possible alter the expiration ol the forty cight (48) hour period when a drilling cig 15 on loca:
uun, as the case may be), actually commence the proposed operation and complete it with due diligence a1 the risk and expense of all par-
ties hereto; provided, hawever, said commencement date msy be extended upon written aotice of sume by Operator to the other partics,
for a perivd of up 10 thirty (30) additionat days if, in the sole opinion of Operator, such additional time is Teasonably nueesary 1o obian
petnits from governmentat authorities, widace rights Gacluding rights ol way) or sppropriate drilling equipinent, ur w complete title ex-
Anination ur curative matter required for dtle approval or scceptance. Nowwithstnding the force majeure provisions of Article X1, if e
actual operation has not been commenced withia the time provided (including any extension thereof as specifically permitted herein) and

il any party hereto sull desires to conduct said operation, writlen notice proposing same must be resubmitted to the other partics in accor-
dance with the provisions heseof as il no prior proposat had been made.

2. Operations by Less than All Parties: 1 any party receiving such notice as provided in Article VIB.Y. or VILDL. (Option
No. 2} elects ot 10 participate in the propased operation, then, in acder ta be entitled to the benefits of this Acticle, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expirstion ol
the notice peciod ol thirty (30) days (or as promptly as possible after the expiration of the forty<ight (48) hour period when ¢ drilling cig s
on location, as the case may be) actualiy cammence the proposed operation and complete it with due diligence. Operator shall perlorm all
worl for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operatoc is
4 Non Consenting Party, the Consenting Pasties shall either: (a) request Operator to peclorm the work required by such proposed opura-
tion for the account of the Consenting Parties, or (1) designate one (1) of the Consenting Parties as Operator to perform such work. Con:

senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms and con-
ditions of this agreement,

Il less abian sl parties approve any proposed operation, the proposing party, immediately aftee the expiration of the applicable
nutice pecixd, shall advise the Consenting Partics of the total interest of the parties approving such operativn and its recummendativn us
1 whethier the Consenting Parties should proceed with the operation 1s proposcd. Each Consenting Party, within foety eight (48) hours
lexclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shail advise the proposing party of its desire to (2} timit par-
ticipation 10 such party's interest as shown on Exhibit **A™ or (b) carry its proportionate part of NonConsenting Parties' interests, and
failuge 1o advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted fos
such a response shall not exceed a total of forty-eight (4B) hours {inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient pariicipation and shall prompily notity all parties of such decision.

!

The ¢ntire cost and risk of conducting suck: cpe!

Gnnts 5

12013 sian v bavne by the Consenting Parties in the proportions they have
clected to l!ucm' same under the terms of the-preceding paragraph. Consenting Parties snail keep the feasehold cstates involved in such
uperations dree and clear of all ficns and encumbrances of every kind created by or atising (rom the opecations of the Conxnliqsr Parties.
1l such an uperation results in a dry hole, the Consenting Parties shall plug and abandon the well and resiore the surfuce locatign at theic
sole cost, nsk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resulis’in a pro-
ducer of oil andlor gas in paying quantities, the Céasenting Parties shall complete and cquip the well to produce at their sole cosy §Ad risk,
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ARTICLEV1
continued
and the well shall then be turned aver 1o Operator and shall be operated by it at the expense and for the account of the Consenting Par-

ties Upun commencement of operations for Lhe drilling, reworking, decpening or plugging back of uny sucl well by Consenling Partics
in sccordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,

and the Conscuting Parties shall own and be entitled 1o receive, in proportion lo their respective interests, all of suth Non Consenting
Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calcutated at the well, or
ket value thiereot i such share is not sold, {after deducting production taxes, excise taxes, royalty, overnding coyalty and othes -

tecests not excepted by Ardcle HLD. payable out of or measured by the production from such well accruing with respect 1o such interest
until it reverts) shall equal the total of the following:

5
(u)JOGq% of each such NonConsenting Party's share of the cost of any newly acquired surface equipment beyond the webihead
connections (including, but not limited to, stock tanks, separators, 1reatees, pumping equipment and piping), plus 100% ol each such
Non-Consenting Party 's share of the cost of operation of the well commencing with fiest production and continuing until each such Nun
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being sgread that cach Non-

Consenung Pany’s share of such costs and equipment will be that interest which would have been chargeable 1o such Non-Consenting

Party had it pariicipated in the wed from the beginning of the operations; and
|

i
!
.

ﬂr)m% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and comgpleting,
alier deducting any cash contributions received under Article VIILC., and 208 % of that portion of the cost of newly acquired equip-

ment in the well (10 and including the wellhead connections), which would have been chargrabie 1o such Non Consenting Party o it had
parucipsted therein.

An clection not ta pacticipate in the driliir;g or the deepening of 2 well shall be deemed an election not to participate in sny re-
working ur plugging back operation proposed in such a well, or portion thereol, 10 which the initial Non-Consent election applied that is
conducivd 3t any time prior 10 full recovery by the Consenting Parties of the Non-Consenting Party’s secoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said weil
and there shall be added to the sums (o be recouped by the Consenting Pacties ane hundred percent (100%) of that portion of the costs of
the rewarking or plugging back operation which would have been chargeable 10 such Non-Consenting Party had it participated thesein. If

such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
plicable a5 between said Consenting Pardies in said well.

During the purisd of time Coascating Pacties are entitled 1o seceive NonConsenting Purty’s share of production, or the
procecds therefrom, Consenting Parties shall be responsible for the payment of alt production, severance, excise, gsthering and uther

taxcs, and all royatty, overriding royalty and other burdens applicable 10 Non-Conscating Party 's sharce of production not excepted by Ar
ticte HLD.

In the case of wny reworking, plugging back or deeper drilling operion, the Consenting Parties shall be pumined to vse, free
ol cont, dll casing, tubing and other equipment in the welf, but the ownership of all such equipment shall remain unchanged; and upon
abandomment uf a well after such reworking, plugging back or deeper deitting, the Consenting Parties shall accoum for all such equip
ment 1o the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days alter the completion of any operation under this Article, the party conducting the operations for the
Cansenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connccted to the well, snd an
iemized scatement of the cost of drilling, deepening, plugging back, Lesting, completing, and equipping the weil for production; or, at s
option, Uie operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bitl-
ings. Each month therealter, during the time the Consenting Farties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Partivs with zn itemized statement of all costs and Habilies in-
zurred in the operztion of the well, 1ogecher with a s1atement of the quantity of oii and gas procuceo irom it any the amoun: of provedds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of Qil and gas
produced during any month, Conseating Parties shall use industey accepted methods such as, but not limited 1o, metering or periodic
well tests. Any amount realized [rom the sale or other disposition of equipment newly acquired in connection with any such'i peration
which would have been owned by 2 Non-Consenting Party had it participsied therein shall be credited against the total unlclqllf{ﬁ:l costs
ol the work done and of the equipment purchased in determining when the interest of such Non Consenting Party shall revd tho icas
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.

(-
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ARTICLE VI o
continued

Il and when the Consenting Parties recover from s NonConsenting Party's relinquished interest the amounts provided for sbove,
the relinquished Interests of such Non-Consenting Party shall sutomatically revert to lt, and, from and afier such reversion, such Noa
Couscnting Purty shall own the same interest in such well, the material und tquipment in of pertaining theeeto, and the production
therelrom s such Non Consenting Party would have been entitled to had it participated in the drilling, reworking, decpening or plugging
ack of said well. Thereafter, such Non-Consenting Party shatl be charged with and shall pay its propurnionate part of the further costs of
the vperaton ol said well in accordance with the teems of this agreement and the Accounting Procedure attached hereto,

Notwithsianding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of alt parties, na wells shall
be completed in or produced from 3 source of supply from which a well located elsewhere on the Contract Arca is producing, unless such
well conlurms to the then-existing well spacing patiern for such source of supply.

The provisions of this Article shall have no application whatsotver to the dritling of the initial well deseribed in Article VLA
except (a) o5 to Agticle VILD.1. (Option No. 2}, if selected, of (b} as to the reworking, deepening and plugging Lack of such initial welt

2lter 1t hus been drilled to the depth specilied in Article VIAL il it shall theresher prove 10 be a dey hole or, if initially complened for peo-
ducuon, ceases 10 produce in paying quantities.

3. Swnd By Time: When o well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the resulis thereof furnished ta the parties, stand by costs incurred pending response t© 3 party’s notice proposing »
reworking, deepening, plugging back or completing operation in such a well shall be chacged and borne as part of the drilling nr decpen
g operation just completed. Stand by costs subsequent to all partics responding, or expiration of the response time permited, whichever
first accurs, and prior (0 agreement as (o the participating interests of all Consenting Purties pursuant to the termss of the second gram
nvatical paragrapl of Article VEB.2, shall be charged to and boene as part of the proposed operation, but il tie pruposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion

cach Consenting Party’s interest as shown on Exhibit “* A’ bears to the total interest as shown on Exhibit *"A"*

of all Consenting Par-
tes.

4 SidewracKing: Except as herevinafter provided, those provisions of this agrevment applicable 10 2 **decpening™” operatiun shall
slsu be applicable 10 any propbsal to directionaily control and intentionally deviate a well from vertical so as to change the buttam hole
hxation (heren calied **sidetracking™'), unless done to siraighten the hole or to drill around junk in the hole or bevause of other
incchameat difficuliies. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
sliected well bore at the time of the notice shall, upon clecting to participate, tender ta the well bore owners tts propartiunate share {equal
1o its interest in the sidetracking operation) of the value of that portion of (hie cxisting well bore 1o be udlized as follows:

(a) 1 the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incureed in
the it deilling of the well down to the depth at which the sidetracking operation is initiated.

(b} It the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the busis ol the well's
salvable materials and equipment down ta the depth at which the sidetracking operation is initiated, deternvined in accordance with the
provisions of Exhibit *'C'", less the estimated cost of salvaging tnd the estimated cost of plugging and abandoning

In the event that notice for 2 sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be timited (o forty eight (48) hours, exclusive of Saturday, Sunday and legal holidays; pravided, however, any party may reyuest and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which 1o respond by paying for sll stand-by time
incurred during such extended rrsponse period. If more than one party elects to tuke such additional time to respond 1o the notice, stand-
Uy vOsu suen D¢ atiocated beteen the narties taking additional time to respond on a day-toay basis in the proportion varh ekxting par-
ty's interest as shown on Exhibit '*A*™ bears to the total interest as shown on Exhibit **A’" of alf the eleciing parties. i alf other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PROBUCTION IN KIND: :!*,
. Py
Each party shall 1ake in kind or separately dispose of its proportionute share of alt oil and gas produced frgm the Contract Area,
exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for
nurketing purposes and production unavoidably Jost. Any extra expenditure incurred in the taking in kind or scparate disuﬂsuiu‘n by any

party ol its proportiunate share of the production shall be borne by such party. Any party 1aking its shure of produgtion in ki hall be
: g share ofproduon i
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ARTICLE VI
continued

required 1o pay for only its proportionate share of such part of Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from

the Cuntracy Area, and, except as provided in Acticle VILB., shall be entitled to receive payment directly feom the purchaser theread for
its share of all production.

tu the event any party shall (uil to make the arrangements necessary to take in kind o sepasately dispose of its proportionate share of
the oil produced from the Contract Area, Operator shall have the right, subject ta the revocation at will by the party owning it, but not
the obligation, 1o purchase such oil or sell it 10 others at any ume and from 1ime 10 time, for the account of the non-uking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always (o the right of the
awner of the production to execcise at any time its right to take in kind, or scparately dispose o, its share ol ull oil not previously
delivercd 10 a purchaser. Any puschase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods uf

time as are consistent with the minimum needs of the industry under the particulur circumstances, but in po event for a period in excess
of one (1) year.

in the event one or more parties’ separate disposivon of its share of the gas causes split-stream deliveries w0 separate pipelines andor
debiveries which on a day-to-day basis for any reason are not exactly equal to u party's respective proportionate share of total gas sales 1o
be atfocated to it the balanting or accounting between the respective accounts of thie purues shall be in accordance with any gas balasicing
agreement between the parties hereto, whether such an agreement is attached as Exhibit *'E'", or is a separute agreement.

D. Access 10 Coatract Area and Information:

Each party shalt have access o the Contract Area at all reasonabie wimes, st its sole cost and risk o inspect or vbscrve vperations,
and shall have access at reasonable timies to information pertaining to the development or operation thereof, including Operator's buoks
snd revords relating thereto, Operator, upon request, shsll fusnish cach of the other parties with copies of all fornrs vr reports filed with
guvernmental agencies, daily drilling repocts, well Jogs, tank tables, daily gavge and run tickets and reports of stock on hasd at the fisst of
vach munth, and shall make availuble samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost ol

gathering and furnishing information 1o Non-Operator, other than that specified above, shall be charged 10 the Non-Operator that -
quesus the information.

E. Abandoanment of Wells:

i. Abandonment of Dry Hloles: Except for any well drilled or deepened pursuant to Article VEB.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
wrthout the consent of all parties. Should Operator, after diligent elfort, be unable to contact any party, or should any party lail 1o reply
within lu!py eight (48) hours (exclusive of Saturday, Sunday and legal halidays) alter receipt of notice of the proposal to plug and abandon
such wclf;, such party shali be deemed to have (pnsenux to the propased abandonment. All such wells shall be plugged and abandoned in
sccordanée with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or decpening

such well. Any party who objects to plugging and abandoning such well shall have the right to take over the weil and conduct further
operations in search of oil andlor gas subject to the provisions of Article VIB.

2. Abundonment of Wells that bave Produced. Except for any well in which 3 Nan-Consent opecation tus been canducted

hereunder for which the Consenting Parties have not been tully reimbursed as herein provided, any well which has been compleiad as 2
producer shall not be plugged and abandoned without the consent of all parties. 1t all pariies consent 1o such abandonment, the welt shall
be phugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties herew. 3, withnn
turty (30) days alter receipt of notice ol the proposed abandoument o any well, all pacties do not agree to the abandunment ol such well,
those wishing 1o continsie its operation from the interval(s) of the formation(s) then open to production shall wader 10 vach of the other
patucs its proportionate share of the value of the welf's salvable material and equipmient, determined in accordance with the provisions of
Exhibit *'C**, less the estimated cost of salvaging and the estimated cost of plugging and abundoning. Esch abundoning party shall assign
the non-sbundoning parties, without warranty, express or implied, as 10 title or as to quaniity, or litness for use of the equipment and
material, all of its interest in the well and retated equipment, together with its interest in the leasehold estaie a5 10, but only as 10, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oit and
gas imerest, such party shall execute and deliver to the non-abandoning purty or parties an oil and gas lease, limited to the interval ur in-
tervals ol the {ormation or {ormations then open to production, for a term of one (1) year and so long thereafter as oil andlor gas is pro-
duced from the intetval or intervals of the formation o formations covered thereby, such lease to be on the form attached as Exhibit
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i ARTICLE V1
continued

VBT The assignments or leases so limited shall encompass the *‘drilling unit’* upan which the well is located. The payments by, and the
«339gtunents or leases 1o,

the assignees shall be in a ratio based upon the relationship of their respeciive percentage of participation in the

Contract Ares to the aggregate of the percentages of participation in the Contract Area of all assigaees. There shall be no reudjustment of
intecests inthe remaining portion of tie Contract Area.

Thercafter, abundoning parties shalt have oo further responsibility, liability, or interest in the operation of or production trom
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon fe-
quest, Operator shall continue o operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate awnership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shalt then have the uption to

tepurchase its prior interest in the well (using the same valuaton formula) and participaie in furthrer operations thertin subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VIE. 1. or VILE.2. above shall be applicable as beiween
Consenting Parties tn the event af the proposed 2bandonment of any well excepred frum said Articles; provided, however, no welt shall be
peemanently plugged and abandened unless and until alt partics having the right to conduct luriher operations therein have buen notificd

af the proposed abandonment and afforded the opportunity to elect 1o 1ake over the wetl in accordance with the provisions of thns Articke
VIE.

ARTICLE Vil
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The bubdity of the parties shall Le severad, not joint or collective. Each party shall be eesponsible onty for it olifigatons, and
shall be lisbte only fur its proportionate share of the costs of developing and vpecating the Contract Arca. Accordingly, the Tians granud
ainong the parties in Article VILU. are given o secure only the debts of each severally. his not the intention of the parues o vresie, nor
shall this sgreement be construed as creating, a mining or other partnership or assuciation, or to render the parties lisble as partners.

B. Liens snd Payment Defaults:

Each Non Operatac grants to Operator 2 lien upon its oil and gas rights in the Contract Area, and a security interest in its share
ol vil andior gas when extracted and its interest in all equipment, Lo secure payment of its shace af expense, together with interest thereon
a1 the rate provided in Exhibit **C’*. To the extent that Operator has a security interest undes the Uniform Commercial Code of the
state, Qperator shall be entitled to exercise the rights and remedies of a secured pacty undee the Code. The bringing ol a suit and the oly-
taning of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the Jien
righits or security interest as securicy for the payment thereof. In addition, upon default by any Non-Operator in the paynient of its share
of expense, Operator shall have the right, withou| prejudice 1o other rights or remedies, to collect from the purchaset the proceeds from
the sale ol such Non'Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been pad. Each
purchaser shall be entitled to rely upan Operator's written statement concerning the amount of any default. Operator granis a like licn
and security interest to the Non-Operators to secuse payment of Operator s proportionate share of expense.

Hany-party-fails-orr-uneble—to-pry—its—sherc—of-cxperse~within—sixty—{bU-deyroiter-rendition—el-e—state
Opetator, the non delaulting parties, inchading Operator, shall, upon request by Operatos, puy-the Pl amount in the proportan thst

the interest of cach su:al!ﬂwmmmw partes. Each party so paying its share of the unpaid amount shull, ta obtam
sounbueseman i e wol, b subrogatwd to-the-swcuritysighis duscribud-ia-tlisfosvyomy-puragsaplic

C. Paywments and Accounting:

Except as hercin olherwise specilically provided, Operator shali promptly pay and discharge expenses incurced in the developenent
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit *C'*. Operator shall kcep an accurate record of the joint account bereunder,
showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
ut their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized st t of such esti § expense, together
with an invoice for its share thereol. Each such statement and invoice for the puymen: in advance vi usiiimaed cxpense shali be submitted
un or before the 20th day of the next preceding month. Each party shall pay w0 Opecator its propo(lionaié share of such estiudje within
fifieen (15) days after such estimate and invoice is received. If any party fails ta pay its shace of said estimate within said time, lQ’Eamuum
due shall bear interest as provided in Exhibit **C"* untit paid. Proper adjustment shall be made monthly between advances andy

pense o the end thar each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

tual ex-

D. Limitstion of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any welt
pursuant to the provisions of Article VEB.2. of this agreement. Consent to the drilling or deepening shall inclu
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ARTICLE Vi
continued

0 Opuon No. |1 All necessary expenditures for the drilling or ducpening, testing, completing and cquipping of the well, including
noecessary tankage andlor suclace facilities.

K3 Opuon No. 2: All necessary expenditures for the drilting or deepening and testing of the well. When such weld has reached ats
authurieed depth, and all tesis have been completed, and the resulis thereof turnished to the parues, Operator shiall give inmadiate notice
t0 the Noa Ogperatars who have the right to participate in the completion costs. The parties receiving such notice shall have forty cight
(18) bours {exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion a1
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in
cluding necessary 1ankage andlor surface facilivies. Failure of any party receiving such notice to ceply within the period ubove lixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the partics
elect 1o set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase *
back"" as contained in Article V1.B.2. shall be deemed ta include **
than all parties.

‘reworking, deepening or plugging
completing’’) shall apply to the operations therealler cunducied by less

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back eacept a welt reworked or
plugged hack pursuant o the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall

include all necessury expenditures in conducting such operations and completing and cquipping of said well, including necessary tankage
andfor surface lacilities.

3. Other Operations: Without the consent of all parties. Operator shull not undertake any single project reasonably estiniaed
o requate an expenditure in excess of Twenty-Five Thousand Drollas (323, 000.00

)
vxcept in connection with 3 well, the drilling, reworking, deepening, completing, recompleting, or plugging buck of which hay been

previvusty authorized by or pursuant to this agreement; provided, however, that, in case of explosion, lire, flusd of uthier sudden
ancrgency, whether uf the same or different nature, Operator may take such steps and mver such expenses as in it upiniun sie tequired
10 deal with the einergency 1o sofeguard life and property but Operator, as peospily s possible, shall eeport the conergency o the athier
partees U Operatoe prepares an aathooey foc expendituce (AFE) lue s uwu e, U‘m.uut shall lue st any Nan Operatat so cequesting
annfornimadon copy thereof for any single project costing in excess of fen 1ousand

Datlars (3 10,000.00 ) but less than the amount first set torthy abuve in this paragraph.

E. Renals, Shut-in Well Payments and Minimum Royalties:

Rentals, shutin well payments and minimum royalties which may be required under the terms of any lease shall be puid by the
party or parties who subjected such lease o this agreement at its or their expense. In the event two or mare pactics own and have con
wibuted interests in the same lease to this agreement, such parties may designate one of such partics to make said payments lor and on
Uchatl ol all such parties. Ay party may request, and shall be entitled o recetve, proper evidence of all such payments. In the event of
failure 10 make proper payment of any rental, shut-in well payment or mininum royalty through mistake or oversight where such pay-

ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Acticle IV.B 2.

Operator shall aotfy Non Operatos of the anticipatud completion of a shutin gas well, or the shutting in o return o production
ub a4 prosducing gas well, ac feast ive (5) days (excluding Saturday, Sunday and legal hohdays), or at the carlivst opportunity permitied by
Greumstances, priof 1o taking such action, but assumes 1o Hability for failure to do so. bn the event of fsilure by Operatur 1o so noady
Non Operatar, the luss ol any lease contributed hereto by Non Operator for failury 10 1make timely payments of any shut i welt paymieast
shull be borne jointly by the parties hereio under the provisions of Article IV.1 3.

F. ‘Paxes:

Beginning with the first calendar year after the effective date hereol, Operator shall render for ad valorem taxation all property
subject ta this 2greement which by law should be rendered for such tuxes, and it shall pay all such taxes assessed thercon before they
Iecome delinguent. Prior to the rendition date, each Non-Operator shall furnish Opesator inforination as 1o burdens (1o include, but not
be linited to, royalties, overriding royalties and production payments) on teases and oil and gas intervsts contribuied by such Non
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royallics, over-
riding royalties or production payments, the reduction in ad valorem taxes cesulting therelrom shall inure 10 the beuclit of the owner o
wwners ol such leasehold estate, and Operator shall adjust the charge to such owner or owaers so as 10 reflect the benddit o such reduc
tion. If the ad valoren taxes are based in whole of in part upon separate valuations of each party 's working interest, then nutwithstunding
anything to the contrary herein, charges to the joint account shall he made and paid by the parties hereto m sccordance with the tx
value generated by each party's working interest. Operator shall bill the other purties for their propartionate shares of sll Lax payments in

U miaar provided in Fxhipy CL

1l Operator considers any lax assessment improper, Operator may, at its discretion, protest within the tme am}‘-m:mmr
prescribed by luw, and prosecute the protest to a final determination, uniess #l! partics agree to sbandon the prutest prior o lcwl deter
wination. During the pendeacy ol administrative or judicial procecdings, Operator may elect 10 pay, under protest, all such \u'ﬁ
wterest and penatty. When any such protesied assessment shall have been finally determined, Operator shall pay the tax for |h_
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by l"cm as

pdany

provided in Exhibit *'C™*.

Fact party shiall pay or cause to be paid all production, severance, excise, gathering and other taxes inposed up(m 9! wuh rcspL(( tv

the production or handling of such party’s share of oil andior gus produced vnder the wrms of s agrevient. !
H

_c
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ARTICLE VI
continued

G. lnsurance:

AL all times while operations are conducied hercunder, Operator shall comply with the workmen's compensstion law of
the state where Uie vperations are being conducted; provided, however, thut Qperator 1uay be a self-insurer for liabitity under said com
pensation laws in which event the only charge that shali be made to the joint account shall be as provided in Exhibit **C"*, Operatur shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit **D’*, avtached o and made » pan
tiereot. Operator shall require all contractors engaged in work on or for the Contract Area 10 comply with the workmen's compensation
law ol the state where the operations are being conducted and 10 maintain such other insurance as Operator may require.

In the event automobile public Yiability insurance is specified in said Exhibit *'D"", or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIII.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in pars unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thervof, and the other partics do not
agree or consent thereto, the party desiring 10 susrender shall assign, without express or implied warranty of tide, all ol its interest in
such lease, or portion thereof, and any well, material and equipment which may be iocated thereon and any rights in production
thercafter secured, 1o the parties not consenting 1o such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long therealtee us oil andfor gas is produced [rom the land covered thereby, such
lease to e on the form attached hereto as Exhibit “*B'*. Upon such assignment or lease, the assigning party shall be relieved from ail
obligations theresiter accruing, but not theretofore accrued, with respect to the intesest assigned or leased and the operation of any well
auributable thereto, and the assigning party shall have no further interest in the assigned or leased premiscs and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor of lessor the reasonable salvage value of the lutier’s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit ""C™', less the estimated cost of
salvaging und the estimated cost of plugging and abandoning. i the assignment or lease is in favor of more than one party, the interent
shall be shared by. such parties in the proportions that the interest of each bears to the 1otal interest of all such parties.

Any assignment, lease or surrender made under this provision shalt not reduce or change the assignor's, lessor’s o surrenduting
party’s inferest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage

assigned, feased or surrendered, and subsequent operations thereon, shall not thereafier be subject to the terms and provisions of this
i
agreement.

B, Renewal or Exteasion of Leases:

tf any party secures a tenewat of any oil and gas lease subject 1o this agreement, ali other partics shall be notilicd promptly, and
shall have the right fur 2 period of thirty (30) days fvllowing receipt ol such notice in which to elect ta participate in the ownership of the
renewal lease, insalar as such lease atlects lands within tie Contract Ares, by paying to the party who acuuieed it theie several propes pro

purtionate sliares of the acquisition cost atlocated o that pert of such lease within the Contract Arca, which shall be in proportion 1 the
tntecests betd at that time by the parties in the Contract Arca.

W suine, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the panties
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each purty who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein
by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the eapiring lease
or cover only a portion of its area of an inierest tnerem. Any renewal tease taken belore the expication of its predecessor lease, or taken or
contracted for within six {6) months after the expiration oi the existing ieast shall tie subject o this provision; but any lease (aki

-6f con-
tracted for more than six (6) months aiter the expiration of an existing lease shall not be deemed a renewal lease and shall not be §
the provisions ol this agreement.

ubject (o

The provisions in this Article shall also be applicable to extensions of oil and gas leases.

C. Acreage or Cash Contributions:

|

While this agrevment ts in force, if any party contracts for a contribution ol cash towards the drilling of Ql‘wcll_or,m‘). other
uperation on the Contract Area, such contribution shall be paid to 1he party wha conducied the drilling or other d|;qra ﬁ'a!vd.ghall be
apphicd by u againse the cost of such drilling or ather operavion, 1i the contcibution be in Wi form of acrvage, the pu‘qx' 1 whidtd e con-
tribudion is made shall prompdy tender an assignment of the acreage, without warranty of title, 10 the Dritling qui-e‘s\.jmﬁm
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i
ARTICLE VIl
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become 1 separsie Contract Area and, to the extent possible, Le
governed by provisions identical to this sgr

. Each party shall prompudy notily all other parties of any acreage or cash conuributions
it muy vbtain in support of any well or any other operation on the Contract Area. The above provisions shalt also be applicable to up-
vional rights (o carn acreuge outside the Contract Area which are in suppoct of 2 well drilled inside the Conuract Asea,

Wany purty comracs lor any consideration relating 1o disposition of such party's share of substances produced hereunder, such
consideration shall not be deemed a conuribution as contemplated in this Artcle VILL.C.

D. Maintenance of Uniform laterest:

For the purpose of mainuining uniformity of ownership in the oif and gas leasehold interests covered by this agreement, no

party shall self, encumber, transler or make other dispasitian of its intecest in the teases embraced within the Contract Ares and in wells,
equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transler or other disposition made by any party shall be made expressty subject to this agreement
and shall be inade without prejudice 1o the right of the other partics.

I, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners 10 appoint a single trusiee or agent with full suthority 10 recesve notices, approve expenditures, receive billings lor
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power 1o bind, the coowners of such
pacty's istcrest within the scope of the operations embraced in this agreement; however, all such covwners shull have the eight w enter
e and excuute all contracts or agreements for the disposition of their respective shares of the oil aud gas produced fiam the Contract
Area and they shall have the right 10 receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partitioa:

It peainited Ly the laws of the state or states in which the property covered hereby is focated, esch party herelo owning sn

undivided intesest in the Contract Area waives any and all rights it may have to partition and have set aside 10 it in severalty its undivided
interest therein.

—should -any pectydeciretocell all-ocanypariolitiin teresis—uaduithisugreoment—or—ia—ighisandnterests-in-the-Cont
Area, it shall prownptly give written notice to the other parties, with {ull inforimation concesning its proposed sale, whi witiclude the
nanve and address of the prospective purchaser {who must be seady, willing and able 10 purchase), the purehy
ol the olfer. The ather pariies shall then have an optional prior sight, for a period o
on the same werms and conditions the interest which the other
ing pastics shall share the puschased interest in
tics. However, there shall be
dispose of its i

ptice, and all other reros
ays after receipt of the notice, 0 purchase
3es 1o sell; and, if this optional right is excreised, the purchas:
ruons that the interest of each bears to the total interest of all purchasing par-
Enttal right 1o purchase in those cases where any party wishes (o marigage its interests, or o
Y merger, reorganization, consolidation, or sale of all or substantially all of its assets 10 2 subsidiary or parent com

asubsidiacy of 2. pareat company,—or40-a0y-company ia-which 20 5-0Ae Party-Qwhe4—Majorit y-of dlie-siack,

ARTICLE 1X.
INTERNAL REVENUE CODE ELECTION

This agreement is nat intended to create, and shall not be construed 1o create, a relationship of partnership or an assoxiation
{or profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
aud not joint or callective, or that this agreement and operations hereunder shall not constitute a pactneeship, if, for federal inconie tax
purposes, this agreement and the operations hereunder ace regarded as a partnership, cach party hereby aftected elects w be excluded
from the application of ali of the provisions of Subchapter **K**, Chapter 1, Subtitle “*A*", of the Internal Revenue Code of 1934, as per
sitted and authorized by Section 761 of the Code and the regulations promutgated thereunder. Operator is suthorized and directed 1o ex-
ccute on behalf of each party hereby alfecied such evidence af this election as may be required by the Secretary of the Treasury of the
United States or the Federad Internal Revenue Service, including specifically, but not by way of fimitation, all of the returas, statcments,
and the dats required by Federal Regulations 1.761. Should there be wny require thet zach party hereby aflecied give further
evidence of this election, each such party shail execute such documents and furnisih such other evidence as miay be rcquirﬁ-by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or wke ipy other
action nconsistent with the election made hereby. Il any present or future income tax laws of the state or states in which thef
Atea is located o any future income tax laws of the United States contain provisions similar to those in Subchapter 'K, €
Subtitle “*A™", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Cotl
mitted, each purty hereby atfected shall make such election as may be permitted or required by such laws. In making the lureg

tion, each such party states that the income derived by such party from operations hereunder can be adequately determinad
computation ol partnership taxable income.

nlract

'_a{u-r t,
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ARTICLE X.
CLAIMS AND LAWSUI'TS

Operator may settle any single uninsured third pacty damage claim or suit arising from operations hereunder il the expendituse
doces not excerd _Fifteen Thousand

1ol
4 15,000.00 . s

}and if the payment is in complete settiement of such cluiin or suit. 1f the amount required for settfement ex
cecd) the ubuve amouns, the parties hereto shall assume and take over the lusther handling of the claim or suit, uniess such authority s
delegued 10 Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex
pense of the parties participating in the operation from which the claim or suit arises. I a claim is made sgainst any party or il any party is
sued on account of any matter arising lrom operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be reated as any other claim
of suit involving operations hereunder.

ARTICLE X1,
FORCE MA JEURE

It any party is rendered unable, wholly or in past, by force majeure 10 carry oul its obligations under this agreement, ather than
the obligation 10 make money paymeunts, that pacty shall give to all other pacties prompt written notice of the [orce majeuce with
reasonably full paruculars concerning it; thercupon, the obligations of the party giving the notice, 5o {ar as they are alfected by the lorce
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The allected party shalt use all reasonable
diligence to remove the force majeure situation as quickly as practicable.

The requitement that any force inajeure shall be remedied with all reasonable dispatch shall not require the settluiment of strikes,

luckuuts, of other labor dulficulty by the party involved, contrary 10 its wishes; how alf such difficultics shall be handled shall be entitely
within the discretion of the patty concerned.

The term "*focce majeure™, as here employed, shall mean an act of God, sirike, lockout, or other industrial distusbance, act of

the public enemy, war, blockade, public riot, tightning, fire, storm, flood, explosion, goveramental action, governmeniat delay, rsstraim
ot inscnion, unavadability of equipment, and any other cause, whether of the kind specilicslly envmerated sbuve or osherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE Xtl.
NOTICES

All nutces authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed
the paroes w whom the notice is given al the addresses listed on Exhibit **A™". The originating notice given under any provision hereof
shall be deenied given only when rectived by the party to whom such notice is directed, and the time for such pasty to give any notice in
response thereto shall run from the date the originating notice is received. The sccond or any responsive notice shall be devmed grven
when deposited in the mail or with the wlegraph company, with postage or charges prepaid, or sent by telex o telecopier. Each party
shall have the right 10 change its address at any time, and from time to time, by giving written notice thercol 10 all other parties

ARTICLE XiI1.
TERM OF AGREEMENT

Phus agreement shalt remain in full force and effect as 1o the oil and gas leases andlor oil and gas interests subject hereto for the
pend of 1une selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest i of to any
lease or o and gas interest contributed by any other party beyond the 1erm of this agreement.

0 Option No. 1: So long as any of the oil and gas leases subject 1o this agreement remain or are continued in force s w any part
of the Contract Area, whether by production, extension, renewal or otherwise.

® Optiin No. 2: In the event the weil described in Article VLA, or uny sgpsequent well drilled uader any provision of this
agreemedt, results in production of oil andlar gas in paying quantities, this agreement shatl continue in focce so long s any such well ar
wells pr(x;lu(t. or are capable of production, and for an sdditional period of 30 _ days from cessation of all production; providel,
however, if, prior 1o the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, decpen-

o plugsing back, testing or avempting to complete 3 well or wells hereunder, this agreement shall coatinue in lorce until such onera-
tons have been coinpleted and if productien results therelrom, this agreement shall continue in force as

AL Ploc i BETTH DLt pueni e
well described in Article VLA, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, q{c:pablt
of produding oil andlor gas from the Contract Area, this agreement shall terminate unless dreilling, deepening, plugging back u‘l‘ r\vm(k
Ny uperations are commenced within days from the date of abandonmient of said welt.

It 1s agreed, however, that the ternnination of this agreement shall not relieve any party hereto {rom any lisbility
acesued or attached prior to the date of such termination.
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Qcders:

This agreement shall be subject to the conservatioa laws of the state in which the Contract Area is located, to the valid sules,

regulations, and orders of any duly constituted regulatory body of said state; and to alt other applicable lederal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreemens and all matters pertaining hereto, including, but not limited ta, matters of performance, non-perfosmance, breach,
remedi::,.pruccdurn, rights, duties and interpretation or construction, shall be governed and determined by the law ol Uie state in which
the Contract Area is located. If the Conuract Acea is in two or more states, the law of the state of
shall govém.

i

C. Regulstory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non Operators may have under federal or state laws or under rules, regulations or orders promulgated

under such laws in reference 1o oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree 1o release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly lrom Operator's inmerpeetation or application ol rules,
culings, regulations or orders of the Department of Energy or predecessor or successor agencics (o the extent sudh interpeetation or ap
plication was made in good faith. Lach Non Operator further agrees to ceimburse Operator for any amounts applicable 1o such Non
Operatos's share of production that Operator may be required 10 relund, rebate or pay as a cesult of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incarrect interpretation or application.

MNon Operators authorize Operator to prepare and submit such documents as may be required to be submited to the purchaser
of any crude oil sold hereunder or 1o any other person or entity pursuant to the requirements of the **Crude Oit Windfall Profit Tax Act
ol 1980, as sume may be amended {rom time to time (**Act’'), and any valid regulations or rules which may be issucd by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees 10 furnish any and alt certilications or vther information
which is required to be furnished by said Act in a timely manner and in sufficient detail 10 permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

SEE PAGES l4a, l4b, & l4c ATTACHED:
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: ARTICLE XV.
OTHER PROVISIONS

The following provisions are intended to be cumulative, but in the event they conflfict with the
other provisions herein, then the following provisions shall control:
AL Definition of "holidays": The word “holidays"™ when used herein is defined aa a legal holiday
observed by National Banking Asscciations in Midland, Texas.

*Back-in after Payout*®

Upon payout of each well drilled hereunder. on a well by well baais,

Fuel Products, lnc., Ameristate Cil & Gas, Inc. and Louls Mazzullio, Inc. t(hereinafter collectively

referred to herein as *FPI"), mhall collectively be entitled to an additional twenty-five percent (25%)

working interest in each such well, proportionately reduced to the ninety-five percent (95%) interest of

TMBR/Sharp Drilling, Inc. ("TMBR"} hereunder (such back-in being an undivided twenty-three and seventy-

five hundredths percent (23.75%) working intereat in each such well as Payout occurs therein}. If any of
the parties comprising "FPI" elects not to receive its proportionate share of such back-in, each of the

other such parties who desire to receive such back-in shall be entirled to the entire back-in in such

well. For the purposes of this Agreement, "Payout® for each well drilled hereunder, shall occur at that

peint in time at which there is tecouped out of the production

{or other value received) which is

attributable to the interest credited to TMBR in Exhibit "A* hereto (after deducting therefrom all

royalties, overriding royalty interests and applicable severance, production, excise and gathering taxes)

all coste incurred in drilling, completing, equipping and operating such well to the point in time that

Payout occurs. The accounting procedure attached as Exhibit *“C% hereto shall be used in determining

payout on each well. TMBR/Sharp Drilling, Inc. et al (collectively "TMBR") sehall give notification to

FPI of the date msaid well(s) has paid out. Payout shall, for the purpose of thias agreement, be deemed to

have occurred at 8:00 a.m. on the day next following the date the well{s} actually pays out. Should FPI

elect to back-in for said additicnal working interest, it will thereafter share proportionately the cost

of operating, repairing and recompleting the well(s) and shall bear its proportionate part of any

overriding royalty burdening the lease included within the producing unit formed for the well(2), it being

clearly understood, however, that in no event shall FPI be liable for any drilling, completing,

recompleting, equipping or operating cost incurred by or for TMBR's account prior to the time of payout
of each well.

In the event one or more of the partiea hereto shall elect as follows:
1. not to pay a delay rental;

2. to abandon a lease; or

3. not to participate in a necessary well ag defined in Article XV.N; and assigns its interest
in a lease, or portion thereof. to and for the benefit of the participating parties hereto, or if scme,
but not all, of the parties hereto elect to acquire an interest in a leaae or a contract affecting a lease
pursuant to the provisions of Article XV.F., it is agreed that the lands covered by the contract rights

shall no longer be subject to this agreement. In such event the leaspe or contract rights and the lande

covered thereby shall be deemed to be subject to an operating agreement identical to this agreement
changed only to reflect the proper owners and percentages and, 1f the parties so desire, to designate a
new operator if the operator under thie agreement is not a co-owner.

C.

Dispute re: Proposed Depth: 1If during the drilling of any well being drilled hereunder other than
the Initial Well provided for in Article VI.A., a bona fide dispute shall exigt as to whether the proposed
depth has been reached in such well (as for example, whether a well hae been drilled to a depth sufficient
to test a particular sand or formation or if the well has reached the atratigraphic equivalent of a
particular depth), the opinion of the majority in interest, and not in numbers, of the owners as shown
on Exhibit "A® shall contrcl and be binding upen all partieas. 1If the parties are equally divided, the
opinion of the Operator will prevail.

D. Payment Obligationa: All rentals. shut-in well payments and minimum royalties which may be

required under the terms of any lease shall ne acministered and paid by Opéracor and charyed to the.Joint
Account except where otherwise expressly provided to the contrary in this agreement.

Any party may
request and shall be entitled to receive proper evidence of all such payments.

Operator shall make or
cause to be made proper payment of any rentals and shut-in well payments and minimum royalties under the
foregoing provisions.

Operator shall notlfy each Non-Operator of its recommendation concerning the payment of delay

rentals or shut-in royalties under any leases as they may fall due in writing at lease forty-five (45}

days in advance of the day when such payment is due. Bach Non-Operator shall have fifteen {15) daye trom

the receipt of such notice to respond to such recommendation with payment, and failure by Non-Operator

shall be deemed an election by Non-Operator to concur with Operator’s recommendation. Operator will be
regponsible for non-payment of delay rentals or shut-in royalties only if it's actions constitute groas

negligence or willful misconduct.
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€ Acyuisition of Leagenold lnteresc:

Any party acquiring a new lease within the Contract Airea ghall
furnieh the other party or parties actual copies of the lease,

leases in acquiring satd inscrusment
sufficient to verify the actual considerstion for said intersst,

a plat or exact description ot the
location and any other documents pertinent to the ocher party evaluating the acqulring parties intervst.

The non-acquiring parties shall have thirty (390) daye following recespt of the aforensard notice in which
to indicate the prefervence as to participation in said acquisition by wWritten responec Lo Lhe acquiring

party asccompanied by a check covering its share of the acquisition.

F. Coincidental Qperations:

It ie agreed by the parties hereto that unlegs otherwise agreed when any
well provided for in thie Agreement fe drilling or testing, neither party shall propose the drilling of
an additional well on the contract acreage unless the drilling of a well i8 necessary to perpetuate the

Lease or for some other reason it {8 mutually agreed by the partiea hereto that an additional well should
be drilled prior to the completion of a well on the contract acreage.

G. Expenseg Attributable to Transfers:

In the event of transfer, sale., encumbrance or other disposition
of incerest within the Contract Area which creates the necessity of separate meagutrement of production,

the party creating the neceeaity for such measurement shall alone bear the cost of purchase, ingtallation
and operation of such facilitien.

. Bankyuptcy: If, following the granting of reljef under the Bankruptcy Code to any paily hereto as
debtor thereunder, thie Agreement should be held to be an executory contract within the weaning of 11
U.S.C. Section 365, then the Operator, or (lf the Operator is the debtor in bankruptcy) any other pariy,
uhall be entitled to a determination by debtor or any trustee for debtor within thivty {30} days (i1om the
date an order for rellef is entered under thia Bankruptcy Code ag to the rejection or assumpl ios of thisg

Uperaling Agreement. 1In the event of an aseumption, Operator or said other party shall be entitled to

adequale aguurauces aw ta fulure performance of debtor's obligation hereunder and Lhe gprotection of the
interest of all other parties.

1. lnsurance (Non-Operators}: wWith the exception of minimum limits set by State and Federa) regulations

Non Cperator{s) may elect not to be covered by any of Operator’s insurance coverage provided for the joint

account by providing Operator with written notice and Certificate of lnsurance.

J Third Party Services:

Regardless of any provision of this Operating Agreement or the Accounting

Procedure to the contravy, the Operator may charge to the Joint Account foxr tlie Cuontracl Atea ftor lues

and charges incurred for the outside engineers, geclogists, consultants, biokers, title curative woik
sttoineys, and other third-party services incurred in connection with leases owned hy or acquired tor the
Joiat Account or operacions for the benefic of the Joiunt Account,

all to be borne i1n the proporciouns
specified on Exhibit "A".

K. Heteraing of Production:

1f a diversity of the working interest ownerghip 1n production from a fcase

subject to thie agreesment occurs as 3 result of operations by less than all parties pursuant Lo any

provision of this agreement, 1t i» agreed that the oil and cother hydrocarbone produced from the well or
wells completed by the coneenting party or parties ehall be separately measured Ly standard metering
eyguipnent to be properiy teated periodically for accuracy, and the secting of a separate tank battery will
not he requlired unleds the purchaser of the production or governmeitat regulatory body having jurisdiction

will not approve meturting for separately meseuring production.
L. Non-Discrimination: In the performance of this Agreement, Operator shall not engage in any conduct
or practice which violates any law, order or regulation prohibiting discrimination against any person by
reason ot his or her race, religion, color, sex, national crigin, or age; and Operator further agiees Lo

compiy fully with the non-diecrimination provisions of Sectlon 202 of Executive Order No. 11246 ()0 F.R.
12319), as amended.

M. péiority of Operation:

Whenever there is more than one proposal in connection with any well sulyuet
T
to th*' agreement, such proposals shall be considered and disposed of in the following order or priorvity:

Orilling the well to its authorized depth or attempting a completion including testing and logying
of such well at such depth shall have first priority over all other operations amt proposals:
A proposal to plug back a well shall prevail over a propoaal to deepen or to sidetrack such well;
if there ls more than one proposal to plug back, the proposal to plug back to the next deepest
prospective interval shall have priority over proposals to plug back to shallower prospective

1ntervale.

A propoval to sidetrack a well in order to reach the authorized depth uhall pievail uvver

a
proporat to deepen;

A propowal to deepen a well shall have last priority; and

L. FropoRule of thie wame type and to the same depth shall be grven pracedwnce i1 thu widus 16 wihisch

they were made.
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N. on-Consent P itie cable Necessar rations: If during the rterm of this agreement, a well

is required to be drilled, deepened, reworked, plugged back, sidetracked, or recompleted, or any other

operatlion rthat may be required in order to:
(1} continue a lease or leases in force and effect;

12} maintain a unitized area or any portion thereof in and to any oil and/or gas and other

interest which may be owned by a third party or which, failing in such operation, may revert to

a third party;

{3) comply with an order issued by a regulatory body having jurisdiction in the premises, failing
in which certain rights would terminate;

such operation shall hereinafter be defined as a “Necessary Operation™. Notwithstanding any other

provisions contained in this agreement to the contrary, any party electing not to participate in a
Ne?essary Operation which is proposed pursuant to Articlie VI.B.1. shall forfeit and a3sign to the
paéticipatinq pacties, all of its right, title, and interesht in the Contract Area except each well in
whﬁch such party participated in all operations conducted thereon and the producing formation underlying
thé proration or spacing unit for each such wall. Such forfeifing pacty's interest shall not be burdened

except 23 authorized hereunder.

O. Subseguyently Created Interest: If any party herato shall creare an overriding coyalty production

payment, net proceeds interest, or other similar interest, subseqguent to the effacrive dafe of this
Agreement, or if such interest was created priot to the effective date hereof but was neither recorded
in the county in which the Contract Area ls located nor disclosed "o all parties hereto at the time of
execution hereof {any such interest created under the circumstances herein mentioned shall heresfter be

referred to as a "Subsequently Created Interest"), such Subsequently Created Interest shall be

specifically subject to all of the terms and provisions of this Agreement, as follows:

1}. If non-consent operations are conductad pursuant to any provision of this agreement, and

party conducting such operations becomes entiftled to receive the produckion attributable to the
interest our of which the subsequently Created Interest is derived, such party shall receive
same free and clzac of such Subsequently Created Interesn. The party <reating same shall bear
and pay z2ll such Subsequently Created Interest and shall indemni€y and hold the orher parvies

heceto harmless from any and all liability resulting therefrom.
2).

1f the owner of the interest from which a Subsequently Created Interest is darived fails

to pay, when due, 1ts share of expenses chargeable hereunder, the lien granted the other parties

hereto under the provisions of Article VII.B. or under the appropriate state statytes shall
cover and affect the Subsequently Created Interest and the rights of the parties shall be the

93ama as tf the Subsequently Created Interest had not been created.

3). If the owner of the interest from which Subsequently Created Interest is derived (i) elects
to abandon a well under the provisions of Article VI.E. hereof, (ii) elects to surrender a lease
{or portion thereof] under the provisions of Article VIII.A. herecf, or (iiil elects not to pay
rentals attributable to its interest in any lease and thereby is required to assign the lease
or that portion or interest therein for which it elects not tc pay rentals %o those parties
paying such rental, any assignment resulting from such election shall be free and clear of the

Subsequently Created Interest.

4). The cwnar c<re.7ip7 such nterest shall indemnify and hold the other parties harmless from

any claim or cause of action py the owner of tha Subseguently Created Interest.
P. Workover Opeyations; It is agreed that without the mutual consent of all parties, no workover
operations will be conducted under the provisions of Article VI so long as any completion in the well

proposed to be worked aver is producing in paylng quantities.

Q. JOA_SUBORDINATE: NOTWITHSTANDING ANYTHIMG ELSE HKEREIN TO THE CONTRARY, THE FROVISIONS OF THE JOINT
OPERATING AGREEMENT SHALL NOT CONFLICT WITH THE LETTER AGREEMENT DATED JULY 1, 1998 BETWEEN TMBR/SHARP
DRILLING, INC., FUEL PRODUCTS, INC. ET AL. AND THE PARTIES HERETO. THE PROVISIONS OF SAID LETTER
AGREEMENT SHALL SUPERSEDE AND HAVE PRECEDENCE OVER THE PROVISIONS HEREOF.
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVL
MISCELLANECUS

‘This agreement shall be binding upon and shall inure to the benefit of the partics hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes.

9 IN WITNESS WHEREOF, this agreement shall be effective as of __-St day of ___ July 19_ 98

12 OPERATOR

14 TMBR/SHARP Drilling, Inc.

g s O by
N,

NON-OPERATORS

FUEL PRODUCTS, INC. AMERISTATE OIL & GAS, INC

7y, @umm M BY.W%

» Thomas M. Beall, President Mark K. Nearburg, President

30 LOUIS MAZZULLO, INC.

33 BY:
34 Louis J. Mazzullo, President

Lo i
R T ’

215 -
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ARTICLE X V1.
MISCELLANEOUS

This sgreement shull be blnding upon and sha¥l inure 10 the benefit of the pariles hereto and to their st ibve heirs, derives,
Ryt rfecntiting, Revessoss and essigns.

This kistrment may be exceuted in any number of counterparts, each of wliich shafl be considered an orfginal for s prrposcy

IN WITNESS WHIFREOT, this sgreement hall be efimtive a3 of L350 ey Ty
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DPHRATOR
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TMBR/SHARP Drilling, Inc.
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NON-OPCRATORS
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<

FUPL PRODUCTS, INC.

~
“

AMERTSTATE OIL & GAS, INC.

"~ o
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BY: BY;
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Thomas M, Beall, Prouident

Mark K. Nearburg-. Presldent

Tews

=




EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated July 1, 1998 by and between TMBR/Sharp
Drilling, Inc. as “Operator”, and Fuel Products, Inc., et al as “Non-Operators™.

L. Identification of lands subject to this agreement;

Section 13: SE/4, Section 24: All, Section 25: NW/4, Township 16 South, Range 35 Eas(, Lca County,
New Mexico

1L Restrictions, if any, as to depths, formations, or substances:
None.
i Percentages or fractional interests of Parties to this Agrecment:
Working Working
Interest Interest
BPO. APO*
TMBR/SHARP DRILLING, INC. 950000 0.712500
i
FUEL PRODUCTS, INC. 022500 0.1115625
MARK K. NEARBURG 022500 0.1115625
LOUIS MAZZULLO, INC. 005000 0.064375
1.00600 1.00000

*Back-in after pay-out on a well-by well basis
V. resses of i noti

TMBR/SHARP Drilling, Inc.
P. 0. Box 10970

Midland, Texas 79702
915-699-5050

915-699-5085 Fax

Fuel Products, Inc. Tax LD. 73-0951191
P. O. Box 3098

Midland, Texas 79702

915-687-0008

915-687-0000 Fax

Ameristate Oil & Gas, Inc. Tax [.D. 75-2398302
1211 W. Texas

Midland, Texas 79701

915-683-6679

915-683-5935 Fax

Louis Mazzullo, Inc. Tax 1.D. 85-0444285
P. O. Box 66657
Albuquerque, NM 87193-6657

V.. Schedule of leases:

Date: November 20, 1997
Lessor: Gladys Chambers, a widow
Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 845, Page 277

Dsciipticic Section 24: NE/4 NW/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: February 3, 1998

Lessor: Jones Robinson, Lid.
Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 864, Page 257
Description: Section 24: SE/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico



Date: December 2, 1997

Lessor: Edmund F. Ely
Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 835, Page 568

Description: Section 24: NE/4 NE/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: November 15, 1997
Lessor: Laverne C. Levers

Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 835, Page 570

Description: Section 24: NE/4 NE/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: November 15, 1997
Lessor; Alice Jane Sumnuld
Lessce: Ameristate Oil & Gas, Inc.
Recorded: Volume 835, Page 566

Description: Section 24: S/2 NE/4, NE/4 SW/4, 572 SW/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: November 15, 2000
Lessor: Alice Jane Sumnuld
Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 872, Page 490

Description: Section 24: S/2 NE/4, NE/4 SW/4, S/2 SW/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: December 7, 1997

Lessor: Erma Stokes Hamilton

Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 827, Page 124
Description: Insofar only as said lease covers:

Section 13: SE/4

Section 24: NW/4 SW/4, NW/id4 NE/4
Section 25: NW/4

Township 16 South, Range 35 East,
NMPM. Lea County, New Mexico

Date: December 7, 1997

Lessor: Madeline Stokes

Lessee: Ameristate OQil & Gas, Inc.
Recorded: Volume 827, Page 127
Description: Insofar as said lease covers:

Section 13:; SE/4

Section 24: NW/4 SW/4, NW/4 NE/4
Section 25: NW/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico



. COPAS - 1984 - ONSHORE

Recommended by the Council
Kokl 601, 8OX BOO of Petroleum Accountants

TULSA DK 74101 Societies pﬂpHS

Attached to and muade u parl of _that certain Operating Apreement dated July 1, 1998, with__ . ___
_TMBR/Sharp Drilling, Inc. as Operator and Fuel Products, Inc., et al as Non-Operators.

EXHIBIT “w € om

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

“loint Property” shall imcan the real and personal property subject 1o the agreement to which this Accounting Provedure
15 attached.

Joiut Operations” shall mean all operations necessary aor proper {or the development, operation, prolection wd mainte-
nance of the Joint Property.

“foinl Account” shall mean the aceomnt showing the charges paid and credits reeeived in the conduet of The Joint Opera-
tions aml which e to be shared by the Parlics.

“Operator” shall mean the party designated (o conduct the Joinl Operations.

“Non-Operators” shafl mean Lhe Parties to this agreement olther than the Operaior,

“Parties” shall mean Operator and Nou-Operators.

First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direet supervision
af other employees and/or contract labor divectly employed on the Joint PProperty in a field operating capacity.
“Technival Employees™ shall mean those employees having special and speeific engincering, peologicat or other profes-
sionad skitls, and whose primary function in Joint Operalions is Lhe handiing of specific operating conditions and proliems
far the benefit of the Joint Property.

Personal Fxpenses” shall mean travel and olher reasonalile reimbursable expenses of Operitor’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the loint Property.
“Confroitable Material” shall mean Material which at the time is so classified in the Malerial Classification Maoual as
mast recently reennunenderl by the Council of Pelrolenm Accountlants Secieties.

|

2. Statement and Billings

Operator shall bl Non-Operators on or before the last day of each month for Lheir proportionite shave of the Joint Ae-
count for the preceding manth, Such bills will be accompanied by statements which identify the autherity for expenditure,
lease ur facitity, and alt charges and credits summarized by appropriate classifications of investment suul expense exeept

that items of Controllable Material and unusual charges and credits shall be separately identified and fully deseribed in
detiul.

3 Advances and Payments by Non-Operators

A, Uidess otherwise provided or in the agreement, the Operator may requeive the Non Operatars (o advanee their
share of eslimated cash oullay for the succeeding month's operation within fifteen (15) days after receipt of the hill-
ing or by the fiest day of the month for which the advance is required, whichever is later. Operator shall adjust each
manthly billing to reflect advances received from the Non-Operators.

B, BFach Non-Operator shall pay its proportion of all bills within fifteen (15} days afler receipt. If payment is nul made

within such lmw a(\c unpaid balance shall bear interest mnnthly at the prime rate in effect at 1€%Xas
Commerce

oK _on the first day of the month in which delinqueney ocenrs plus 1% or the maximum
contract rite |)cu mitted by lhe npphu\ble usury laws in the state in which the Joint Property is locialed, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with lhe cotleclion of unpaid amounts,

4. Adjusiments

Payment of any such bills shall not prejudice the right of any Non-Operator to prolest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators hy Operator during any eadendar year shall eon-
clusively be presumed Lo be trie and correcl after twenty-four (24) months (ollowing the end of any such calemlar year,
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto amd makes chiim on
Operator Tor wlstinent. No adjusbinent favorable o Operator shadl be made uniess it is made within Uie same preserifed

perisd. The provisions of this paragraph shall not prevent adjusiments vesulling from a physicad inventory of Controllable
Malerial as provided for in Section V.

COPYRIGUT® 1985 by the Council of Petroleum Accountanis Socictics.
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5.

Audlts

— E[ll’RSﬂ.t

A Nan-QOperator, upon notice in writing to Operater and all other Non-Operators, shall huve the vight w audit
Qperator’s accounts and records relating to the Joint Account for any calendur year within the twenty-four
(24) month period following the end of such calendar year; provided, however, the making of an audit shall not
extend the time for the taking of writlen exception W and the adjustments of accounts as provided for in
Paragraph 4 of this Section 1. Where there are two or more Non-Operalors, the Non-Operators shall make
every reasunable effort o conduct u joint nudit in & manner which will result in a minimumn of inconvenience
w the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall nol be conducted more than once each year

without prior approval of Operator, except upon the resignation or removal of the Operator, und shalt be madde
al the expense of those Non-Qperators appraving such audit.

AL

B.  The Operawr shall reply in writing W an audit report within 180 days after receipt of such report.

Approval By Non-Operatars
Where an approval or other agreement of the Parties or Non-Operators is expressly required urnder other sections of
this Accounting Procedure and if the aygreement o which this Accounting Procedure is attached contains no

contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the
agreement or approval of a majority in interest of the Non-Operalors shall be controlling on all Non-Operators.

1. DIRECT CHARGES

Operawr shall charge the Joinl Account with the following items:

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a rosull of governmental or regulatory requirciments to satisfy
environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or
archacological nature and pollution control procedures es required by applicable laws and regulations.

Rentals and Royultles

[ euse rentals and royaltics paid by Operator for the Joint Operations.

Labor

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of
Joint Operations.

(2) Salaries of First [.evel Supervisors in the [ield.

() Salaries and wages of Technical Employees dircetly employed on the Joint Property if such charges are
extluded [rom the overhead rates.

(4)  Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly
employed in the operation of the Joint Property if such charges are excluded from the averhead rales.

Operator’s cost of holiday, vacation, sickness and disability berelits and other customary allowances paid to
employees whose salaries and wages are chargeable o the Joint Account under Paragraph 3A of this Section 1.
Such costs under this Paragraph 3B may be charged on 3 “when and as paid basis" or by “percemtage assessment”
un the amount of salaries and wages chargeable lo the Joint Account under Paragraph 3A of this Section I If
pereentage assessment is used, the rate shall be based on the Operator's cost experience.

]

Expenaieits oF coniribulions made pursuant to assessments imposed by govermmental muthority which
applicable o Operators coss chargeable o the Joint Account under Paragraphs 3A and 3B of this Section 11

D. Persanal Expenses of those employees whose salaries and wages are chargeable to the Juint Account under

Paragraph 3A of this Section 1.

Employce Benefits

Operalor's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement,
stock purchase, thrifl, bonus, and other Lenelit plans of a like nature, applicable to Operatar’s labor cost chargeable to the
Jort Account under Paragraphs 3A and 313 of this Scction 11 shall Ye Operator’s sctual cost nol w exceed the percent
most recently recommended by the Council of Pelroleum Accountants Sucieties.
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Material

Material purchused or furnished by Operator for use on the Joint Property as provided under Section 1V, Quly such
Miterial shull be purchused for or transferred to the Joint Property as may be required for immediate use and is

reasonably practical and vonsistent with efficient and economica} operations. The aceuimulation of surpius stocks shall be
avoided,

‘Nransportation

Transportation of employees and Material necessary (or the Joint Qperations but subject 1o the following limitations:
A, H{ Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be
made o the Joint Account for a distance greater than the distance from the nearesl reliable supply store where like
material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

H surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest reliable supply store where like material is normally
availuble, or railway receiving point nearest the Joint Property unless agreed to by the Partics. No charge shall be

made to the Joint Account for moving Material to ather properties belonging to Operator, unless agreed 1o by the
Parties.

[n the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is
avilable when the actual charge is $400 or less excluding nccessorial charges. The $400 will he udjusted to the
wrmount most recently recommended by the Council of Petroleuin Accountants Societies.

Servicey

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section 1l and Paragraph i, ii, and iii, of Section {l[. The cost of professional consultant services and contract
services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead
rates. The cost of professional consultant services or contract services of technical personnel not directly enguged on the
Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A, Operator shall charge the Juint Account for use of Operator owned equipment and facilities at rates commensurale
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other vperating
expense, insurance, taxes, depreciation, nrhcl,inwresl on gross investment less itccumulated depreciation not to
excecd eight pereent { 22 %) per annum. Such rates shall not exceed average commercial
rates currently prevailing in the immediate area of the Joint Property.

.

In livu of charges in paragraph 8A above, Operator may elect (o use average comunercial riates prevailing in the
irmnediate area of the Joint Property less 20%. For automwlive equipment, Operator may elect W use rates
published by the Petroleum Motor Transport Association.

Dumayeys und Losses to Joint Property

All costs or expenses necessary fur the repair or replacement of Joint Property made necessary because of damages or
losses incurred by fire, flood, storm, lheft, accident, or other cause, except those resulting from Operator's gross
nugligcnuu‘ or willful misconduct. Operator shall furnish Non-Operator wrilten notice of damnges or losses incurred as
soon as pr?clicnble after a report thereofl has been received by Operator.

1

! .

Legal F,x;i\ense

Expense of handling, investigating and settling litigation or claims. discharging of liens. payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessury W
protect or recover the Joint Preperty, excupt that oo charge for services of Operator's legal staff or fees or expense of
oulside attorneys shall be made unless previously agreed to by ihe Parlies. All other legal expense is considered to be

covered by the overhead provisions of Section 111 unless otherwise agreed to by the Parties, except as provided in Section
I, Paragraph 3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the pruduction therefrom, and which taxes have been paid by the Operater for the benefit of the Purties. If the ad

valorem taxes are based in whole or in part upon separste valuations of each party's working interest, then

notwithstunding anything W the contrary herein, charges to the Juint Account shall be made and paid by the Purties
herels n accordance with the tax value generated by each party's working interest.
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Net preiums paid for insurance required o be carried for the Juint Operations for the protection of the Parties. In the
event Joint Operations ure conducted in a state in which Operator may act as sell-insurer for Worker’s Compensation
and/or Employers Linbility under the respective state's Jaws, Operator may, at its election, include the risk under its self-
insurance program and in thal event, Operator shall include a charge at Operalor’s cost not to exceed manual rates.

[nsurance

Abandonment and Reclamation

Costs incurred for abandenment of the Joint Property, including costs required by governmental or other regulalory
authority.

Communications

Cost ol acquiring. leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities direetly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges o the Joint Account shall be made as pravided in Puragraph 8 of this Seetion 1.

Other Expenditures

Auny other expendilure not cavered or dealt with in the {oregoing provisions of this Section {1, or in Section U1 und which

is of direct benefit Lo the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.

111 OVERHEAD

Overhead - Drilling and Producing Operatlons

As vampensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing opersations on either:

(X ) Fixed Rale Basis, Paragraph 1A, or

( ]. Percentage Basis, Paragraph 1B

Unless otherwise agreed lo by the Parties, such charge shall Le in licu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section I}. The cost and expense of services {rom outside sources in conncclion with matlers of
taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in
the uverhead rates provided {or in the above selected Paragraph of this Section I unless such cost and expense are
agreed 10 by the Parties as a direct charge to the Joinl Account.

The salaries, wages and Personal Expenses of Tuchnical Fmployees and/or the cost of prufessionad consubtant
services and contract services of technical personnel direetly employed on the Jaint Praperty:

{ ) shall be covered by the overhead rates, or
( X ) shull not be covered by the overhesd rates.
ii.  The salaries, wages and Personal Expenses of ‘Technical Employees and/or casts of professional consultant services

and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

{ ) shall be covered by the overhead rates, or
{ X ) shall not be covered by the overhead rates.

A.  Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per menth:

Drilling \Well Rate § __4,500.00
(Prorated for less than a full month)

Producing Well Rate § 450.00

(2)  Application of Overhead - Fixed Rate Basis shall be as follows:
(a)  Drilling Well Rate

(1)  Charges {or drilling wells shali begin on the date the well is spudded and terminale vn the date

the drilling cig. completion rig, or other units used in completion of the well is released, whichever

-4 -
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is later, except that no charge shall be made during suspension of drilling or completion operations
for fifteen (16) or more consecutive calendar days.

(2)  Charges for wells undergoing any type of workover or recompletion for & period of five (6)

consecutive work days or more shall be mude at the drliling well rate. Such charges shall be
applled for the period from date workover operations, wilh rig or other uniis used in workover,

commence through date of rig or other unit release, except that no charge shall be made during
suspension of operations for fifteen (16) or more consecutive calendar days.

(LY Producing Well Rates

(1) An active well either produced or injected into for any portion of the month shal! be considered as
s one-well charge for the entire month,

(2)  Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

{3)  An inactive gas well shut in because of overproduction or failure of purchaser Lo take the
production shall be considered as a one-well charge providing the gas well is directly connected to
a permanent sales outlet.

{4) A one-well charge shall be made for the month in which plugging and abandonment operations
are completed on any well. This one-well charge shall be made whether or not the weil has
produced except when drilling well rate applies.

(5)

Al other inactive wells (including but not limited (o inactive wells covered by unit allowable, lease
allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying
the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude
Petroleym and Gas Production Workers for the last calendar year compared to the calendar year preceding as
shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published
by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as

published by Statistics Canada, &3 applicable. The adjusted rates shall be the rates currently in use, plus or
minug the computed adjustment.

B. Overhead - Percentage Basis

(1)

(2)

- ¥oi the purpose of determining charges on a percenlage basis under Paragraph 1B of this Sce

Operutor shall charge the Joint Account at the {ollowing rates:

(a) Development

e DPercent ( %) of the cost of development of the Joint Properly exclusive of costs
provided under Paragraph 10 of Section [ and all salvage credits.

(b}  Operating

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided

under Parsgraphs 2 and 10 of Sectlon 1, all salvage credits, the value of injected substances purchased

for secondary recovery and all taxes and assessments which are levied, nssessed and paid upon the
mineral interest in and o the Joint Property.

Application of Overhead - Percerilage Basis shall be as follows:

Soaticn !”
developmeat shall include all gosts in connection with drilling, redrilling, deepening, or any remedial

operations on any or all wells involving the use of drilling rig and crew capable of drilling to the producing
interval on the Joint Property; also, preliminery expenditures necessary in preparstion for drilling and
vxpenditures incurred in sbandoning when the well is not completed as a producer, and original cost of
construction or installation of fixed assets, the expansion of fixed essels and any other project clearly

discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section 11, All other
costs shall be considered as operating.

Overhead - Major Construction

v cutmpensate Operutor for overhead costs incurred in the construction and installution of fixed ussets, the expansion of

fixesd assets, and any other project clearly discernible as a fixed asset required for the developtnent and operation of the
Juint Properly, Operator shall either negotiate a rate pridr o the beginning of construction, or shall charge the Joint
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Account for overhead based on the following rates for any Major Construction project Inexcessof $ ___

A _F % of first $100.000 or total cost if less, plus

% of costs in excess of $100.000 but less than $1.000,000, plus

— %ol costs in excess of $1,000,000.
*to be negotiated.

Tutal cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single

project shall not be treated separately and the cost of drilling and workover wells and artificial }ift equipment shall be
excluded.

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
w oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are
necessary 1o restore the Joint Property lo the equivalent condition that existed prior to the event cuusing the

expenditures, Operator shall either negotiate a rate prior Lo charging the Joint Account or shall charge the Joint Account
for overhead based on the {ollowing rates:

A * %ol tal costs through $100,000; plus

% of total cosls in excess of $100,000 but less than $1,000,000; plus
C *

% of wtal costs in excess of $1,000,000.

*top be negotiated.
Fxpenditurey subject to the overheads above will not be reduced Ly insurance recoveries, and no other overhead
provisions of this Section 11 shall apply.

Amendment of Rates

The overhead rates provided for in this Section IIl may be amended {rom time to time only Ly mutual agreement
between the Parties hereto if, in practice, the rates are found Lo be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operitor is responsible for Joint Account Material and shatl make proper and timely charges and credits for all Material
moverents affecting the Joint Properly. Operator shall provide all Material for use on the Joint Property; however, ul
Operator's option, such Material may be supplied by the Non-Operator. Operator shall miake timely disposition of idle and/or
surplus Material, such disposal being made either through sale 1o Operator or Non-Operator, division in kind, or sale to
oulsiders. Operator may purchase, but shall be under no obligation o purchase, interest of Non-Operators in surplus condition
A or B Materiul. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed 1o by the Partics.

Purchuses

Material purchased shall be charged at the price paid by Operator after deduetion of all discounts received. In cuse of

Materizl found to Le defective or returned o vendor for any other reasons, credit shall be passed to the Joint Acconnt
when adjustment has been received by the Operator.

'ﬁansfcris and Dispositions

Material furnished o the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Purties, shall be priced on the following basis exclusive of cash discounts:

A.  New Matecial (Condition A)

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill

published carload base prices elfective as of date of movement plus transportation cost using the 80,000
pound carload weight basis to the railway recciving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound
ur 90.000 pound rail rate may Le used. Freight charges for lubing will be caleulated from Lorain, Ohio
and casing from Youngstown, Ohio.
(b)  or grades which are speciul to one mill only, prices shall be computed at the mill base of that mill plus
trunsportation cout fram thut mitl to the ruilwuy ruceiving point nearest tha Joint Property s provided
above in Paragraph 2.A.(1Xa). For transportation cost {rom points other than Eastern mills, the 30,000
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pound Qil Field Haulers Association interstate truck rute shall be used.

Special end finish tubular goods shall be priced al the lowest published out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate,
to the railway receiving point nearest the Joint Property.

Macaroni tubing (size less than 2% inch OD) shall be priced al the lowest published aut-ol-stock prices
fo.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate
per weight of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(3)

(4)

B.

C.

z(a)

(L)

()

(d)

Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or

more shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above.
Freight charges shall be calculated from Lorain, Ohio.

Liine pipe movements {except size 24 inch OD and larger with walls ¥% inch and over) less than 30,000
pounds shall be priced at Eastern mill published carload buse prices effective as of date of shipment,
plus 20 percent, plus transportalion costs based on freight rates as set forth under provisions of tubular

goods pricing in Paragraph A {1Xa) as provided above. Freight charges shall be caleulated from lorain,
Ohio.

Line pipe 24 inch OD und over and % inch wall and larger shall be priced fob. the point of

manufacture 8l curreat new published prices plus transportation cost to the raibway receiving point
nearest the Joint Property.

Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall
be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at
prices agreed to by the Parties.

Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable

supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the
railway receiving point nearest the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced ut the current
new price, in effect on dale of movement, as listed by a reliable supply store nearest the Joint Property, or
porat of manufacture, plus transportation costs, if applicable, to the raiiway receiving point nearest the Jaint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used Material (Condition B)

Material in sound and serviceable condition and suitabie for reuse without reconditioning:

33}

(2}

{3)

Material moved Lo the Joint Property

At seventy-five percent (75%) of current new price, us determined by Puragraph A.

Material used on and moved {rom the Joint Property

(a) At seventy-live percent (75%) of current new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price, as delermined by Paragraph A, if Material was

originally charged to the Joint Account as used Material.
Material not used on and moved {rom the Joint Property

AL seventy-five percent {75%) of current new price as determined by Paragraph A.

‘The cost of reconditioning, if any, shall be absorbed by the transferring property.

Other Used Material

()

Condition C

Material which is not in sound and serviceable condition und not suitable for its original function until
after reconditioning shall be priced at fifty percenl (50%) of current new price as delermined by

Paragraph A. Thae cost of reconditioning shall be charged W the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Condition B value.
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Muterial, excluding junk| no longer suitable for its original purpose, but usable for somne ulher purpose
shall be priced on 8 busis commensurate with its use. Operator may dispose of Condition D Materiat
under procedures normally used by Operator withoul prior approval of Non-Operators.

(2) Condition D

(a)  Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shull Le
priced at used line pipe prices.

(L)

Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g.

power cil lines, shall be priced under normal pricing procedures for casing. tubing. or drill pipe.
Upset tubular goods shall be priced on a non upset basis.

(3)  Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition & Material under
procedures normally utilized by Operator without prior approval of Non-Operators.

D.  Obsolete Material

Material which is serviceable and usable for its original funclion but condition and/or value of such Material
is not equivalent to that which would justily & price as provided above may be specially priced as agreed o by

the Parties. Such price should result in the Joint Account being charged with the value of the service
rendered by such Malerial.

E.  Pricing Conditions

(1) Loading or unloading costs may be charged lo the Joint Account at the rate of twenty-five cents (25%)
per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs
sustained at the stocking point. The abave rate shall be adjusted s of the first day of April each year
following January 1, 1985.by the same percentage increase or decrease used to adjust overhead rates in
.Section 111, Paragraph 1.A.(3). Each year, the rate calculated shall be rounded to the nearest cent and

shall be the rate in effect until the first day of April next year. Such rate shall be published euch year
by the Council of Petroleurn Accountants Socielies.

(2)  Material involving ereclion costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual ciuses over which the Operator has no control, the Operator may charge the Joint Account for the required
Materiad at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving it
to the Joint Property; provided notice in writing is furnished w Non-Operators of the proposed charge prior Lo billing
Non-Operators {ur such Material, Bach Non-Operator shall have the right, by so electing and notifying Operator within

ten duys afler receiving notice {from Operator, o furnish in kind all or part of his share of such Material suitable for use
and scceptable to Operator,

Warranty of Material Furnished By Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall nol be passed to the Joint
Account unlil adjustment has been received by Operator from the manulucturers or their agents.

V. INVENTORIES

The Operator shall inaintain detailed records of Controllable Material.

Periodic Inventorles, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Writlen notice
of inlention to take inventory shall be given by Operator at least thirty (30) days before any inventory is lo begin so that
Non-Operutors may be represented when any inventory is taken. Failure of Non-Operators to be represented at an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventorics

Adjustinents o the Joint Account resulting from tho reconciliution of a ;;hylicn| inventory shall Le made within aix
manthsilullowing the taking of the inventory. fnventory adjustments shall be made by Qperator W the Joint Account for
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

Special inventories may be-taken whenever there is any sale, change of interest, or change of Operator in the Joint
Property. It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of
interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. ln cases
involving a change of Operator, all Parties shall be governed by such inventory.
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q. Expense of Conducting Inventories
1

12 A, The expense of conducting periodic inventories shall not be charged W the Joint Account unless agreed w by the
13 Parties.
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Y AND BETWEEN

EXHIBIT "E" - Attached to and made a part of that certain Operating Agreeméﬁt

dated July 1, 1998 by and between TMBR/Sharp Drilling, Inc.
as "Operator" and Fuel Products, Inc., et al. as "Nou~Operators".
EXJUBIT "E"
GAS BALANCING AGREEMENT ("AGREEMENT")
ATTACIHIED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED

, AND

AREA,

1.

. COUNTY, STATE OF

("OPERATING AGREEMENT") RELATING TO THE

DEFINITIONS

‘iﬂlc following definitions shall apply to this Agreement:

i

1.01

1.02

1.U3

1.05

1.08

110

"Arm's Length Agreement” shall mean any gas sales agreement widi an unaffidied
purchaser or any gas sales agreement with an affiliated purchaser where the sales price and
delivery conditions under such agreement are representative of prices and delivery condsuons
existing under other similar agreements in the area between unaffiliated parties at the same
ume for natural gas of comparable quality and quanuty.

"Balancing Area” shall mean each well subject 1o the Operating Agreement that produces Gas
or is allocaled a share of Gas production. If a single well is completed in two or more
producing intervals, each producing interval from which the Gas production is not
commingled in the wellbore shall be considered a separate well or Balancing Arca

“Full Share of Current Production” shall mean the Percentage Interest of cach £asey whe
Gas acwally produced from the Balancing Area during each month

"Gas" shall mean all hydrocarbons produced or producible from the Balancing Area, whether
from a well classified as an oil well or gas well by the regulatory agency having junisdicnon
in such matters, which are or may be made available for sale or separate disposition by the

_ Panies, excluding oil, condensate and other liquids recovered by field equipment operated for

the joint account. For the purposes of this Agreement, “Gas” does not include gas used in
joint operations, such as for fuel, recycling or reinjection, or which is vented or lost por o
its sale or delivery from the Balancing Area.

“Makeup Gas" shall mean any Gas aken by an Underproduced Party from the Balancing

Area in excess of its Full Share of Current Production, whether pursuant 1o Section 3.3 or
Section 4.1 hereof.

“Mcl™ shall mean one thousand cubic Teet. A cubic foot of Gas shall mean the voluie of gus

contained in one cubic foot of space at a standard pressurc base and at a standard emperature
base.

“MMUw" shall mean one million British Thermal Units. A Britgsh Thermal Umt shadl mean

the quantity of heat required 1o raise one pound avoirdupois of pure water from 58.5 degrees

Fahrenheit w0 59.5 degrees Fahrenheit at a constant pressure of 14.73 pounds per square inch
absolute, .

"Operator” shall mean the individual or enuty designated under the wrms of tie Opetauny
Agreemnent or, in the event this Agreement is not employed in connecuon with an opetsuny

agreement, the individual or entity designated as Uie apecator of the well(s) located e uw
Balancing Area.

“Overproduced Party” shall meany any Pany having taken a greater quantity of Gas from e

Balancing Asea than the Percentage fnwerest of such Party in the cumulative guanut ot s\
Gas produced from the Balancing Area.

“Overproducion” shall mean the cumulative quanuty of Gas taken by a Party in excess of 1
Percenage Interest in the cumulative quantry of all Gas produced from the Balancing Arca

“"Party” shall mean those individuals or entties subject o this Agreement, and Uieir respecune
heirs, successors, wansferees and assigns
1
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1.12 “Percentage lnterest” shall mean the percentage or decimal interest of each Party in the Gas

produced from the Balancing Arca pursuant to the Operaling Agrecment covering the
Balancing Area. For the purposes of applying the Oklahoma Production Revenue Sundards
Act hereto the terms "Percentage Interest”, "Proportionate Production Interest, and "Working
Interest Share of Production” shall be considered equivalent terms.

1.13  "Royalty” shall mean payments on production of Gas from the Balancing Area to all owners
of royalties, overriding royalties, production payments or similar interests.

1.14  "Underproduced Party" shall mean any Party having taken a lesser quantity of Gas from the
Balancing Area than the Percentage Interest of such Party in the cumulative gquantty of all
Gas produced from the Balancing Area.

1.15  "Underproduction” shall mean the deficiency between the cumulative quantity of Gas taken

by a Party and its Percentage Interest in the cumulative quantity of all Gas produced from the
Balancing Area.

1.16  "Winter Period” shall mean the months of November, December, January and February.
2. BALANCING AREA

2] If this Agrecment covers more than onc Balancing Area, it shall be applicd as if cach
Balancing Arca were covered by separate but identical agreements. Al balancing hereunder shall be on the
basis of Gas taken from the Balancing Area measured in MMBtus.

22 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject
w one or more maximum lawful prices, any Gas not subject 1o price controls shall be considered as produced
from a single Balancing Area and Gas subject to each maximum lawful price category shall be considered
produced from a scparate Balancing Area.

3. RIGHT OF PARTIES TO TAKE GAS

31 Each Party desiring to take Gas will notify the Operator, or cause the Operator 1o be natified
of the volumes nominated, the name of the transporting pipeline and the pipeline contract number (if available)
and meter station relating 1o such delivery, sufficiendy in advance for the Operator, acting with reasomable
diligence, to meet all nomination and other requirements. Operator is authorized to deliver the volumes so

nominated and confurmed (if confirmation is required) to the transporting pipeline in accordance with the terms
of this Agreement.

3.2 Each Party shall make a reasonable, good faith effort to take its Full Share of Current
Production each month, to the extent that such production is required to maintain leases in effect, w protect
the producing capacity of a well or reservoir, to preserve correlative rights, or ©0 mainain oil production.

33 When a Party fails for any reason 1o take its Full Share of Current Production (as such Share
may be reduced by the right of the other Parties to make up for Underproduction as provided herein), the other
Parties shall be cntitled 1o take any Gas which such Party fails to take. To the extent practicable, such Gas
shall be made available initally 10 each Underproduced Party in the proportion that its Percentage Inferest in
the Balancing Area bears 1o the towl Percentage Interests of all Underproduced Parties desiring to take such
Gas. If all such Gas is not taken by the Underproduced Parties, the portion not taken shall then be made

available © the other Partes in the proportion that their respective Percenta

ge Interesis in the Balancing Area
tear 10 the total Percentage Interests of such Parties. : -

34 All Gas aken by a Party in accordance with the provisions of this Agreement, regardless of

\f/hcthcr such Party is underproduced or overproduced, shall be regarded as Gas taken for its own account with
tide therewo being in such aking Party.

4 35 Notwithstanding the provisions of Section 3.3 hereof, no Overproduced Party shall be entitled
in any month 10 take any Gas in excess of three hundred percent (300%) of its Percentige tnterest of the
Balancing Area's then-current Maximum Monthly Availability; provided, however, that this limitation shall
1ot apply 10 the extent that it would preciude production that is required to maintain leases in effect, protect
the producing capacity of a well or reservoir, 1o preserve correlatve rights, or to mainain oil producuon

“Ma.x];mum Monthly Availability” shall snean the maximum average monthly rate of production at which Gas
g
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can be delivered from the Balancing Area, as determined by the Operator, considering the maximum efficient
well rate for each well within the Balancing Area, the maximum allowable(s) set by the appropsiate regubatiny
agency, mode of operation, production facility capabilities and pipeline pressures.

3.6 In the event that a Party fails w0 make arrangements 1o take its Full Share of Current
Production required 1o be produced 0 maintain leases in effect, w protect the producing capacity of a well or
reservoir, o preserve correlative rights, or to maintain oil production, the Operator may sell any part of such
Party's Full Share of Current Production that such Party fails 1o take for the account of such Party and render
w such Party, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression.
treating, gathering or transportation custs incurred directly in connection with the sale of such Full Share of
Current Production. In making the sale contemplated herein, the Operator shall be obligated only to obuiin
such price and conditions of the sale as are reasonable under the circumstances and shall not be obligated w0
share any of its markets. Any such sale by Operator under the terms hereof shall be only for such reasonable
peniods of tme as are consistent with the minimum needs of the industry under the particular circumstances,
but in no event for a period in excess of one year. Notwithstanding the provisions of article 3.4 hereuf, Gas

sold by Operator for a Party under the provisions hereof shall be dezimed 10 be Gas taken for the account of
such Party.

4. IN-KIND BALANCING

4.1 Effective the first day of any calendar month following at least thirty (30) diys™ prior watien
notice 1o the Operator, any Underproduced Party may begin taking, in addition to its Full Share of Current
Produclion and nn'y Makeup Gasg ukin _pfu{suant to Section 3.3 of this Agreement, a shure uf curtent
production determined by muldpfﬁgg 17 péfcent (25%) of the Full Shares of Current Production of all
Overproduced Parties by a fraction, the numerator of which is the Percentage Interest of such Underproduced
Party And the denominator of which is the towl of the Percentage Interests of ail Underproduced Parues
desiring 10 take Makeup Gas. In no event will an Overproduced Party be required to provide more thantwenty-f
percent (25%) of its Full Share of Current Production for Makeup Gas. The Operator will prompuy notify
all Overproduced Parties of the election of an Underproduced Party 10 begin taking Makeup Gas

4.2 Notwithstanding the provisions of Section 4.1, no Overproduced Party will be required to

provide Rrsrasdeaushnessd s kB uent Beadusttanda Makeup
Gas during the Winter Period.

TR schagrrrechontibaonsrcrerroaddidndoiiod

4.3 Notwithstanding anything herein 10 the contrary no Underproduced Party which is a Non-
Consenting Party under the Operating Agreement and is not then entided 10 participate in any operavon

regarding a Balancing Area shall be entitled 10 take gas from said Balancing Area for which it is a Non-
Consenting Party.

S. STATEMENT OF GAS BALANCES

5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of the
volumes of Gas that each Party is entided to receive and the volumes of Gas actually aken or sold for cach
Party's account. Within forty-five (45) days afier the month of production, the Qperator will furnish a
saement for such month showing (1) each Party's Full Share of Current Production, (2) the ol volume of
Gas acually taken or sold for each Party's account, (3) the difference between the volumie taken by each Pary
and that Party's Full Share of Current Production, (4) the Overproduction or Underproduction of cach Party
and (5) other data as recommended by the provisions of the Council of Petroleum Accountants Societies
Bulletin No. 24, as amended or supplemented hereafier. Each Party taking Gas will promptly provide 1 the
Op=ratnr any dara raquired by the Operator for preparation of the siatements required hereunder

5.2 If any Party fails 10 provide the data required herein for four (4) consecutive production
months, the Operator, or where the Operator has failed o provide data, another Pary, may audi the
production and Gas sales and transportation volumes of the non-reporting Party 10 provide the required dat
Such audit shall be conducted only afier reasonable notice and during normal business hours in the office of
the Party whose records are being audited. All costs associated with such audit will be charged to the account
of the Party failing to provide the required data.

6. PAYMENTS ON PRODUCTION

6.1 Each Party aking Gas shall pay or cause 0 be paid all production and severance taxes due
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on all volumes of Gas acwally taken by such-Party.

6.2 Each Party shall pay or cause to be paid all Royalty due with respect to Royahy owners 1o
whom il is accountable as if such Party were taking its Full Share of Current Production, and only its Fuil
Share of Curreat Production.

6.3 In the event that any governmental authority requires that Royalty payments be made on any
other basis than that provided for in this Section 6, each Party agrees to make such Royalty payvments
accordingly, commencing on the effective date required by such governmental authority, and the method
provided for herein shall be thereby superseded.

7. CASH SETTLEMENTS

7.1 Upon the earlier of the plugging and abandonment of the last producing interval in the
Balancing Area, the ermination of the Operating Agreement or any pooling or unit agreement covering tie
Balancing Area, or at any time no Gas is taken from the Balancing Area for a period of twelve (12)
consecutive months, any Party may give written notice calling for cash settiement of the Gas producuon
imbalances among the Parties. Such notice shall be given o all Parties in the Balancing Area.

12 Within sixty (60) days afier the notice calling for cash setdement under Section 7.1, the
Operator will distribute to each Party a Final Gas Setlement Statement dewiling the quantity of Ovesproduction
owed by each Overproduced Party to each Underproduced Party and identifying the month to which such
Overproduction is atwributed, pursuant 1o the methodology set out in Section 7.4,

7.3 Within sixty (60) days afier receipt of the Final Gas Setlement Statement, each Overproduced
Party will pay 10 each Underproduced Party entitied to setlement the appropriate cash settdement, accompamed
by appropriate accounting detail. At the time of payment, the Overproduced Party will notfy the Operator
of the Gas imbalance setled by the Overproduced Party's payment.

7.4 The amount of the cash setlement will be based on the proceeds received by the
Overproduced Party under an Arm's Length Agreement for the Gas taken from ume 10 ume by the
Overmproduced Party in excess of the Overproduced Party's Full Share of Current Production. Any hMakeup
Gas taken by the Underproduced Party prior 10 monetary settlement hereunder will be applied o oifset
Overproduction chronologically in the order of accrual.

1.5 The values used for calculating the cash setdement under Section 7.4 will include all proceeds
received for the sale of the Gas by the Overproduced Party calculated at the Balancing Area, alier deducung
any production or severance taxes paid and any Royalty actually paid by the Overproduced Party 1w an
Underproduced Party’s Royally owner(s), to the extent said payments amounied to a discharge of said
Underproduced Party's Royally obligation, as well as any reasonable markeling, compression, treatng,
gathering or transportaton costs incurred directly in connection with the sale of the Overproduction.

7.5.1 For Qverproduction sold under a gas purchase contract providing for payment based on a
percentage of the proceeds obuined by the purchaser upon resale of residue gas and liquid or liguifiable
hydrocarbons extracted at a gas processing plant, the values used for calculating cash settlement will include
proceeds received by the Overproduced Party for both the liquid hydrocarbons (including liguifiable
hydrocarbons) and the residue gas attributable to the Overproduction.

7.5.2 For Overproduction processed for the account of the Overproduced Party at a gas processing
plant for the extraction of liquid hydrocarbons, where settement for the gas so processed was on a basis uthet
than percentage of the proceeds, the vaiues usea sor caiculating cash setlement will include the proceeds
received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from the Overproducuon,

less the actual reasonable costs incurred by the Overproduced Party to process the Overproducton and 1o
uansport, fractionate and handle the liquid hydracarbons extracted therefram prior to sale.

1.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm’s Length
Agreement, Lhe cash serdement will be based on the weighted average price received by the Overproduced
Party lor any gas sold from the Balancing Area under Arm's Length Agreements during the months 1 which
sncﬁ Overproduction is awributed. 1n the event that no sales under Arm's Length Agreements were misde
during any such month, the cash setlement for such month will be based on the spot sales prices published fon
the apjlicable geographic area during such month in a mutually acceplable pricing bulleun.
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1.7 Interest compounded at the maximum lawful rate of interest applicable to the Balancing Area

will accrue for all amounts due under Section 7.1, beginning the first day following the date payment is due
pursnant 1o Section 7.3, Such interest shall be borne by the Operator or any Overproduced Party in the

proportion that their respective delays beyond the deadlines set out in Section 7.2 and 7.3 contribuied w the
accrual of the interest.

7.8 In lieu of the cash settlement required by Section 7.3, an Overproduced Party may deliver
w0 the Underproduced Party an offer 1o setde its Overproduction in-kind and at sucli rates, guantdes, tmes
and sources as may be agreed upon by the Underproduced Party. If the Parties are unable to agree upon the
manner in which such in-kind seitement gas will be furnished within sixty (60) days afier the Overproduced
Party’s offer to settle in kind, which period may be extended by agreement of said Parties, the Overproduced
Party shall make a cash setUement as provided in Section 7.3 The making of an in-kind settlement offer under

this Section 7.8 will not delay the accrual of interest on the cash setdement should the Parties fail to reach
agreement on an in-kind setdement.

7.9 That portion of any monies collected by an Overproduced Party for Overproduction which
is subject 1o refund by orders of the Federal Energy Regulatory Commission or other governmental authority
may be withheld by the Overproduced Party untl such prices are finally approved by such governmenul
authority, unless the Underproduced Party furnishes a corporate underlaking, acceptable to the Overproduced

Party, agrecing 10 hold the Overproduced Party harmless from financial loss due 1o refund orders by such
governmental authority.

8. TESTING

Notwithstanding any provision of this Agreement 1o the contrary, any Party shall have the right, from
time w time, o produce and take up 0 one hundred percent (100%) of a well's entire Gas siream to mweet the
reasonable deliverability tesy(s) required by such Party's Gas purchaser, and the right 1o take any Makeup Gas
shall be subordinate to the right of any Party to conduct such tests; provided, however, that such tests shall
be conducted in accordance with prudent operating practices only after fifteen (15) day’s prior written nouce
10 the Operator and shall tast no longer than seventy-two (72) hours.

9. OPERATING COSTS

Nothing in this Agreement shall change or affect any Party's obligation 1o pay its proportonate share
of ail costs and liabilities incurred in operations on or in connection with the Balancing Area, as its share

thereof is set forth in the Operating Agreement, irrespective of whether any Party is at any time selling and
using Gas or whether such sales or use are in proportion o its Percentage Interest in the Balancing Area.

10. LIQUIDS

‘The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by ficld
equipment operated for the joint account in accordance with their Percentage Interests in the Balancing Area.

11. AUDIT RIGHTS

Notwithstanding any provision in this Agreement or any other agreement between the Parties herew,
and further notwithstanding any termination or cancellation of this Agreement, for a period of two (2} vears
from Uiec end of the calendar year in which any information o be furnished under Secton S ar 7 hereaf s
supplied. any Party shall have the right to audit the records of any other Party regarding quantity. including
but not limited o informaton regarding Buu-conent. Any Underproduced Party shall have the right for s
period of two (2) years from the end of the calendar year in witnch any cash seilément is reczived pursuam
10 Section 7 w audit the records of any Overproduced Party as to all matiers concerning values, including but
not lintited to information regarding prices and disposition of Gas from the Balaucing Area  Any such audu
shall be conducted at the expense of the Party or Parties desiring such audit, and shall be conducted, after
reasonable notice, during normaj business hours in the office of the Party whose records are being audited
Each Party hereto agrees 1o maintain records as w the valumes and prices of Gas sold each month and dic
volumes of Gas used in its own operations, along with the Royalty paid on any such Gas used by a Party 1o

s own operations.  The audit rights provided for in this Section 11 shall be in addition w0 tose provided for
in Section 5.2 of this Agreement.

12.  MISCELLANEOUS
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12.1  As between the Parties, in the event of any conflict between the provisions of this Agrccmuu
and Uie provisions of any gas sales contract, or in the event of any conflict between the provisions of this
Agreement and the provisions of the Operating Agrcement, the provisions of this Agreement shall govern.

12.2  Each Party agrees w defend, indemnify and hold harmiless all other Parties from and against
any and all liability for any claims, which may be asserted by any third party which now or hereafter stands
in a contractual relationship with such indemnifying Party and which arise out of the operation of dus
Agreement or any activities of such indemnifying Party under the provisions of this Agreement, and does

further agree to save the other Parties harmless from all judgements or damages sustained and cosis incurred
in connectdon therewith.

123 Except as otherwise provided in this Agreement, Operator is authorized to administer Uie
provisions of this Agreement, but shall have no Liability 10 the other Parties for losses sustained or hability
incurred which arise out of or in connection with the performance of Operator's duties hereunder, eacept such
as may result from Operator's gross negligence or willful misconduct. Operator shall not be hiable w any

Underproduced Party for the failure of any Overproduced Party (other than Operator) 10 pay any amounts
owed pursuant o the terms hereof.

12.4  This Agreement shall remain in full force and effect for as long as the Operating Agreement
shall remain in force and effect as o the Balancing Area, and thereafler undl the Gas accounts between the
Parties are setiled in full, and shall inure to the benefit of and be binding upon the Parties herewo, and theis
respective heirs, successors, legal representatives and assigns, if any. The Parties hereto agree w give nouce
of the exisience of this Agreement 10 any successor in interest of any such Party and 10 provide tan any such
successor shall be bound by this Agreement, and shall further make any transfer of any interest subject 10 the
Operaung Agreement, or any part thereof, also subject 1o the terms of this Agreement.

12.5  Unless the conext clearly indicates otherwise, words used in the singular include the ptural,
the plural includes the singular, and the neuter gender includes the masculine and die feminine.

12.6  This Agreement shall bind the Parties in accordance with the provisions hereof, and notung

herein shall be construed or interpreted as creating any rights in any person or entity not a signatory hereto,
or as being a stipulation in favor of any such person or entity.

127 If contemporaneously with this Agreement becoming effectve, or thereafter, any Party
requests that any other Panty execule an appropriate memorandum or notice of this Agreement in order 1w give
third parues notice of record of sarme and submits same for execution in recordable fornmi, such memocindum
or notice shall be duly executed by the Party 1o which such request is made and delivered promptly thereafier
10 the Pany making the request. Upon receipt, the Party making the request shall cause the memorandum o
notice 10 be duly recorded in the appropriate real property or other records affecting the Balancing Arca.

12.8 With respect 10 accounting treaunent of any gas imbalances as may exist, the parues agree
10 use the “cumulative method™ {as defined in Income Tax Regulation §1.761-2 (d) (4)] of accountng fu

federal income tax purposes. The “entidements method” shall not be used for reporting gas sales from tie
properties subject hereto,

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

131 Subject w0 the provisions of Section 13.2 hereof, and nowwithstanding anytiing i this
Agreement or in the Operating Agreement 1o the contrary, if any Party assigns (including any sale, exchange
or other tansfer) any of is working interest in the Balancing Area when such Panty is an Underproduced wi
Crenpraducsd Fany, the assignment or other act of transfer shall, insofar as the Parties hereto are conceried,
include all interest of the assigning or transferring Party in the Gas, all rights 10 receive or abligations w
provide or take Makeup Gas and all rights 1 receive or obligations 10 make any moneiary payment which may
ulumately be due hereunder, as applicable. Operator and each of the other Parties hereto shall thereafier ucat
the assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or otlies
transferee for any interest in the Gas or monetary payment that such Party may have or 1 which 1t nay be
entitled, and shall cause its assignee or other ransferee w0 assume its obligavons hereunder .

3.2 Ihe provisions of this Section |3 shall not be applicable in the event any Panty morigiges i

interest o1 disposes of its interest by merger, reorganization, consolidation or sale of substanually ah ol ns

assts W a subsidiary or parent company, or 1o any company 1 which any parent or subsidiary o1 such Varn
owns a majority of the stock of such company.
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NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lari Wrotenbery
Gevernar
Jenaifer A. Salisbury Oll Conservation Division
Cabinet Secretary

August 8, 2001

Jett Phillips

TMBR/Sharp Drilling, Inc.
PO Drawer 10970
Midland, 17X 79702

RE: 1) Application to drill TMBR/Sharp Drilling, {nc., IEAVELLE 23 # 1, lucated in G-23.T165.R3ISE 2038 FNL and 1998 FEL.,
AP number 30-025-35654
2) Voiding APl Number 30-025-35654

Dear Mr. JefT Phillips

We can not approve Furm C-101 Application for permit to drill the above wel] da to the uverlapping of the dedicated acreage
in the B2 of Sec 23, T16s, RISE. The proposed completion interval for this application was the Townsend:Mississippian, North
(Gas) pool, with the E/2 of Sec 23, T16S, RISE comprising 320 ucres dedicated to this well. On July 30, 2001 the Oil Conservation
Division office in Hobbs approved an application 1o drill 2 well from David H Asrington Qil & Gas, Inc. This well was the David H
Arrington Oil & Gas, Inc., Blus Draxe 23 # 1, located in -23,T16S.RISE . 1980 FSL and 660 FEL and dedicated w this well was the
E/2 of Sec 23, T16S, R3ISE comprising 320 acres for the proposed completion in the Townsend:Mississippian, North (Gas) pool.
Therefor APY number 30-025-35654 15 here by voided.

Since TMBR/Sharp Drilling believes that they are the unly cperator with the rights to drill this wetl. it is Buggested that they
take this mater up with David Arrington Oil & Gas Inc.
Yours very truly,

OIL CONSERVATION DIVISION

District I, Supervisor
PFK

Oil Conservation Division * 1625 French Drive * Hobbs, New Mexico 88240
Phone: (505) 393-6161 * Fax (505) 393-0720 * hitp://www.qmnrd.state. no.us
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piatle! s State of New Mexico Form C-101
PQ Ma» 1980, Hobby, NM 88241-1980 Baergy, Minersls & Natural Resources Department Revised October 18, 199¢
Distri1 1l Instructions on back
811 South First, Aniews, NM 33210 OIL. CONSERVATION DIVISION Submit to Appropriate District Office
Dimsier U 2040 South Pacheco State Lease - § Copies
1000 Rio Brazas R4., Astec, NM 87410 Santa Fe, NM 87505 Fee Leaw - § Copies
Dintaict IV
2040 Souh Pachaco, Surta Fa, NM 87505 L3 aMENDED REPORT
APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE
' Operster Natis and Address. ' OGRID Natzmber
TMBR/Sharp Drilling, Inc. 036554
P. O. Drawer 10970
Midland, TX 79702
3 APY Number
- 0. _AS — 3 S‘S
* Property (ode ? Property Name ¢ Weil Na.
125 5O Leavelle 423" i
" Surface Location
ULorkine. | Sextion | Township | Range 1ot Idn Feet (rom (he Norttv/South line Feet from the Fasu/West ling Count
G 23 168 35E 2038 North 1998 East Les

* Proposed Bottom Hole Location If Different From Surface
UL or jot mo. | Section | Towruhip | Range Lot 140 Peet trom the North/South line Feat from the Fast/West line Coun

* Prapossd Poul | ‘* Praposed Peal 2
Townsend; Missisalppian N. Tawnsend; Morrow
" Wark Type Cade 1 Well Type Code » Csbie/Rotary *Leasa Type Code * firound Level Slevadon
N G R P 3965
¥ Multiply T Propesed Depth “ Formation " Contracter * §0ud Dela
Ne 13,200' Mississippian TMBR/Shurp 9/0L/01
* Proposed Casing and Cement Program
_Hhole Bixe Casing Sise Casing weight/foot ._Seiting Depth Secks of Cement Escimated TOC
17% 13% 54.5 420 500 Surface
12'% 9% 40 ' 5,000 1800 Surface
8% 7 3 & 26 12,000 1009 5,000
6% 3% 11.6 13,200 138 11,900

B Describe the proposed program. If this apptication is to DEEPEN or PLUG BACK give the data on the present
productive zone and proposed new productive zone. Describe the blowaut prevention pragram, if any. Use additional
sheets if ecensary.

It ts prosssed to drill a 174" hole to £420' with fresh water & set 13%” cug & cement to surface. A 124" latcrmediate
hole will be dritled to £ 5000 with cut-brine system & 9%" csg will be set & cemented back to surface. A 3000 psi anmuar
preventer & 3000 psi dual ram BOP will be used on the intermediate hole. An 8% ™ hole will be drilled to » TD of £12,000
with FW mud where 7° csg will be set at TD & cemented back to the intermediate csg @ 5000'. We wiil drill a 6'4” bole to
TD of £13,200". We plan to run a 434" liner to TD with top of tiner @ 11,900’ & cement w/135 sucks, A 3000 psi sooulur
prevester & a 5000 psi double ram BOP will be used on the 8%" & 6%” hole. Mud up will occur between 9000 & 10,000°
& several DST's are planued.

:;z'zi;ym- s complese 1o che OIL CONSERVATION DIVISION
Sigrature = ﬂ . Appreved dy:
Printed namer  Lennis Arueld Titte:
Tider Production ang« levM Dates Expirstion Uster
Dute: August 6, 2001 Phoac: (915) 6995080 Ceuditions of Apgrovat :
Allached O

Permit Expires 1 Year From Approval
Date Uniess Drilling Underway
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State of New Mexico
Baergy, Misards cad Velawrs! Sevwoves Beperionamt

Farm C-10
Revized Febvuary 30, 10

Submil W Appreprists Divirict Ortle

OlL, CONSERVATION DIVISION
P.0. Box 2008
Santa Fe, New Mexico 87504-2088
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NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotendery
Goveraor Dirscier
Jennifer A. Salisbury Ol Conservation Division
Cahinet Sacretary

August 8, 2001

Jett Phillips

TMBR/Sharp Drilling, Inc.
PO Drawer 10970
Midland, TX 79702

RE: 1) Application w dritl TMBR/Sharp Drilling. Inc.. Blue Fin 25 # |, located in E-25.T168.R35E 1913 FNL and 924 FWI,,

APl number 30-025-35653
2) Voiding APT Number 30-025-35653

Dear Mr. JefT Phillips

We can not approve Form C-101 Appiication for permit 10 drill the sbove well do w0 the overiapping of the dedicated acreage
in the NWM of Sec 25, T16s, RISE. The proposed completion interval for this application was a Wildcat;Mississippian (Gas) pool,
with the N/2 of Sec 25, T16S. R35E comprising 320 acres dedicated to this well. On July 19, 2001 the Oil Conservation Division
office in Hobbs approved an application to drill a well from David H Asrington Oil & Gas, Inc. This well was the David H Amington
OHl & Gas. Inc., Tripte-Hackle Dragon 25 # 1, located in E-25.T16S.R3SE 1815 FNL and 750 FWL and dedicated to this well was the
W12 of Sec 25, T16S, R3SE comprising 320 acres for the proposed compietion ax & Wildeat;Mississippian (Gas) pool. Therefor AP1

number 30-025-35653 is here by voided.

Since TMBR/Sharp Drilling betieves that they are the anly operatos with the rights to drill this well, it is suggested that they
take this mater up with David Arrington Oil & Gas Inc.

Yours very muly,

QL CONSERVATION DIVISION

Chris Williams f e 5’ . )
District 1. Supervisor

PFK

Qil Conservation Division ¢ 1625 French Drive * Hobbs, New Mexico 88240
Phoae: (505) 393-6161 * Fax (505)393-0720 * hutpu/fwww.cmard stdie.0m.us
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APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

! Opursior Name and Addrams 1 OGRID Nunber

TMBR/Sharp Drilliog, Inc. 036554
P. Q. Drawer 10970

Midland, TX 79702

* APS Number
~ 3565
* Praperty Code | * Property Name * Weil No.
| £ 8579 Blue Fin 26" 1

! Surface Location
UL orietne. | Section | Townehip | Range Let ldn Feri lrom the Nortl/South line | Foat from the Ess/West tine | Count
E 28 16S JSE 1913 Notth 524 West Lea

! Proposed Bottom Hole Location If Different From Surface
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" Werk Type Code Y Wall Type Codo 9 CalteMotary “ Lasse Type Code ¥ Ground Lerel Blcvation
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¥ Proposed Casing and Cement Program
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17% 13% 4.5 420 500 Surface
12% ) 40 5,000 1800 Surface
% 7 23 &26 12,000 1000 5,000
% 4% 11,6 13,200 138 11,900

2 Describe the proposed program. If this spplication is to DEEPEN or PLUG BACK give the data on the present
productive zone and proposed new preductive zone. Describe the blowout prevention program, It any. Use additions!
sheets If necessary. .

it is prososed fo drill & 174" hole to 420’ with fresh water & set 13%™ csg & cement to surface, A 124" intermediate
hole will be drilled to £ 5000’ with cut-brine system & 9%" csg will be set & cemented back to surfsce. A 3000 psi annular
preventsr & 3000 pei dual racn BOP will be used on the intermediste hole. An 3%” hole will be drilled to & TD of £12,000'
with FW mud where 7° csg will be sat at TD & cemented back to the intermediate <sg @ 5008'. We will drill a 64" hols to
TD of £13,200', We pian to run 3 44" iner to TD with top of liner @ 11,900° & cement w/138 sacks. A 3000 ps! annular
preventer & 8 5000 pst double ram BOP will be ased on the 8% & 6% " hole, Mud up will eccur between $000° & 10,000
& seversl DST’s are planned.

e it OIL CONSERVATION DIVISION
Sigustures : ﬁ . Approved by:
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Date: August 6, 2001 Phanc: (915) 699-50%¢ Conditions st Approved :
J Astached g
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FIFTH JUDICIAL DISTRICT COURT T

STATE OF NEW MEXICO
COUNTY OF LEA

TMBR/SHARP DRILLING, INC.,
Plaintiff,

v No.CV-- 7.+« =/

DAVID H. ARRINGTON OIL & GAS,

INC., JAMES D. HUFF, MADELINE
STOKES, ERMA STOKES HAMILTON,
JOHN DAVID STOKES, and TOM STOKES,

Defendants.

PLAINTIFF’S COMPLAINT FOR DECLARATORY JUDGMENT

TORTIOUS INTERFERENCE, REPUDIATION. DAMAGES,
AND INJUNCTIVE RELIEF

TMBR/SHARP DRILLING, INC. (“TMBR/Sharp”), Plaintiff, for cause of action against
DAVID H. ARRINGTON OIL & GAS, INC., JAMES D. HUFF, MADELINE STOKES, AND
ERMA STOKES HAMILTON would show the Court as follows:

THE PARTIES

1; Plaintiff is TMBR/Sharp Drilling, Inc. (“TMBR/Sharp”) which is a Texas corporation doing
business in the State of New Mexico and with offices in Midland, Texas.

2. Defendant David H. Armrington Oil & Gas, Inc. (“Amrington O&G”) is a Texas corporation
doing business in New Mexico and is a resident of Midland, Texas. It may be served
Certified Mail, Return Receipt Requested, through its registered agent, Lewis Cox, ITI, at 311

North First Street, Lovington, New Mexico, 88260.

Plaintiff’s Complaint for Declaratory Judgment, Tortious Interference, Page 1
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\000021\297609.1 EXHIBIT

.



3. James D. Huff (“Huft”) is an individual doing business in New Mexico and is a resident of

Mineola, Texas. He may be served by Certified Mail, Return Receipt Requested, at P. O.

Box 705, Mineola, Texas 75773.

4. Defendant Madeline Stokes is an individual owning real property in New Mexico and
residing in Ozona, Texas and may be served by Certified Mail, Return Receipt Requested,
at Box 1115, Ozona, Texas 76943.

5. Defendant Erma Stokes Hamilton is an individual owning real property in New Mexico and
residing in Big Spring, Texas and may be served by Certified Mail, Return Receipt
Requested, at 408 W. Washington, Big Spring, Texas 79720.

6. Defendant John David Stokes is an individual owning real property in New Mexico and

residing in Ozona, Texas and may be served by Certified Mail, Return Receipt Requested,

at P. O. Box 1739, Ozona, Texas 76943.
7. Defendant Tom Stokes is an individual owning real property in New Mexico and residing

in Ozona, Texas and may be served by Certified Mail, Return Receipt Requested, at Box

932, Ozona, Texas 76943.
VENUE AND JURISDICTION
8. Pursuant to New Mexico Statute 38-3-1(D), venue is mandatory in Lea County, New Mexico
because the real property, ownership of which is at issue, is located there.

9. This Court has jurisdiction over the parties and the subject matter of this action.

Plaintif’s Complaint for Declaratory Judgment, Tortious Interference, Page 2
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\000021\297609.1



10.

1.

12.

13.

14.

15.

FACTUAL BACKGROUND

ORIGINAL LEASES

Effective July 1, 1998, TMBR/Sharp entered into an operating agreement (“Operating
Agreement”) covering oil and gas properties in Lea County, New Mexico.

Exhibit “A” to the Operating Agreement described lands covered by the agreement including
Section 24, T-16-S, R-35-E, in Lea County, New Mexico, and more specifically described
two oil and gas leases, each of which cover, among other lands, the NW/4 SW/4 and NW/4

NE/4 of said Section 24.

THE LEASES

The first lease (“First Lease™) is an oil and gas lease made effective December 7, 1997
between Madeline Stokes and Ameristate Oil & Gas, Inc. (“Ameristate™).
The First Lease is recorded in Book 827, page 128 of the Deed Records of Lea County, New
Mexico, as amended by instrument dated August 10, 2000.
The second lease (“Second Lease™) is a lease made effective December 7, 1997 between
Erma Stokes Hamilton and Ameristate. It is filed in Book 827, page 124 of the Deed
Records of Lea County, New Mexico as amended by instrument dated August 14, 2000.
By Quitclaim Deed with Reservation of Life Estate and executory rights, Emma Stokes

Hamilton granted John David Stokes and Tom Stokes her remaining interest in the Second

Lease.

Plaintifs Complaint for Declaratory Judgment, Tortious Interference, Page 3
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\0000211297609.1



16. These two leases, as amended, are herein referred to as the “Original Stokes Leases” or the
“First Lease™ and “Second Lease,” and copies thereof are attached hereto as Exhibits “A” and
«g”

17. TMBR/Sharp is a successor in interest to Ameristate by assignment of the First Lease and
Second Lease.

THE POOLED UNIT

18.  OnNovember 17, 2000, TMBR/Sharp Drilling as operator under the Operating Agreement,
filed an application for permit to drill (Form C-101) with the Oil Conservation Division
(“OCD”) of the State of New Mexico, a copy of which is attached as Exhibit “C.” |

19. On the same date TMBR/Sharp filed a well location and acreage dedication plat describing
the pooled unit dedicated to the proposed well, the Blue Fin "24" No. 1 Well (Form C-102)
with the OCD and outlined thereon the 320 pooled acres in Township 16 South, Range 35
East, NMPM, Section 24: W/2, Lea County, New Mexico. A copy of this instrument is
attached as Exhibit “D.”

20.  The permit to drill was approved by the OCD on November 22, 2000.

21. The Blue Fin “24" No. 1 Well was spudded in March 29, 2001 and a drill stem test was run
on May 15, 2001.

22.  OnJune 3, 2001 casing was placed in the hole.

23. On June 28,2001 the well was perforated and on June 29,2001 hydrocarbons were produced
from the well.

Plaintiff's Complaint for Declaratory Judgment, Tortious Interference, Page 4

Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\000021\297609.1



24.

25.

26.

The well, which is capable of producing hydrocarbons in paying quantities, is presently
waiting for a pipeline connection.

The Original Stokes Leases each provides in Paragraph 5 in pertinent part: “Lessee is hereby
granted the right and power, from time to time, to pool or combine this lease, the land
covered by it or any part or horizon thereof with any other land, leases, mineral estates or
parts thereof for the production of oil or gas . . . . Lessee shall file a written unit designation
in the county in which the premises are located and such units may be designated from time
to time and either before or after the éompletion of wells. Dirilling operations on or
production from any part of any such unit shall be considered for all purposes, except the
payment of royalty, as operations conducted upon or production from the land described in
this lease.” (emphasis added).

A portion of the lands covered by each of the Original Stokes Leases, namely the NW/4
SW/4 of Section 24, was included in the unit designation filed in Lea County, New Mexico
with the OCD of the State of New Mexico during the primary term of such leases.
Therefore, during the primary term, there was a well being drilled on a pooled unit which
included Original Stokes Lease Acreage. Those activities were sufficient to preserve the
leases beyond the primary terms. The First and Second Leases and all acreage described

therein are now held by the Blue Fin “24" No. 1 Well, subject to continuous development by

TMBR/Sharp as described below.

Plaintiff’s Complaint for Declaratory Judgment, Tortious Interference, Page 5
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\000021\297609.1



27.

28.

29.

30.

3L

32.

TOP LEASES

On or about March 27, 2001, Huff acquired an oil and gas lease from Defendant Madeline
Stokes covering the same lands and minerals covered by the Original Stokes Leases. This
lease is herein referred to as the “Stokes Top Lease.”

The Stokes Top Lease purports to be for a primary term of three (3) years from June 7, 2001,
and as long thereafter as oil or gas is produced from said land or from land with which said
land is pooled.

On the same date, Huff acquired an oil and gas lease from Defendant Erma Stok;es Hamilton
also covering the same lands described in the Original Stokes Leases. This lease is herein
referred to as the “Hamilton Top Lease.”

The Hamilton Top Lease is for the same primary term as the Stokes Top Lease. The Stokes
Top Lease and Hamilton Top Lease are herein collectively referred to as the “Huff Top
Leases,” and copies thereof are attached hereto as Exhibits “E” and “F.”

The Huff Top Leases each provide in pertinent part: “This oil and gas lease is subordinate
to that certain ‘Prior Lease’ [Original Stokes Leases] recorded in... Lea County Records, as
amended by instrument dated ... recorded ... Lea County Records, but only to the extent that
said prior lease is currently a valid and subsisting oil and gas lease.”

On or about July 12,2001 Michael J. Canon, an attorney in Midland, Texas contacted Randy

V. Watts an independent landman working for TMBR/Sharp and Ameristate and other

parties to the Operating Agreement.

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, Page 6
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\0000211297609.1



33.

34.

35.

36.

37.

38.

39.

Mr. Canon advised Mr. Watts that his clients —the Stokes Family — questioned the continued
validity of the Original Stokes Leases, in that no pooling designation had been filed in the
County Clerk’s office of Lea County prior to the expiration of the primary term of the
Original Stokes Leases.

Mr. Phil Brewer, an attorney for TMBR/Sharp and other parties to the Operating Agreement,
responded to Mr. Canon’s inquiry by letter advising of TMBR/Sharp’s position that the
Original Stokes Leases were in full force and effect.

Mr. Canon replied to Mr. Brewer’s letter in writing indicating that the “Stokes Family had
questions with respect to whether or not the lease [Original Stokes Leases] is in effect and
whether Ameristate has taken the necessary and appropriate action to perpetuate its lease
beyond the expiration of its primary term, June 17sic], 2001.”

On information and belief, Huff has taken the position that the Original Stokes Leases have
expired and that the Huff Top Leases are in effect.

On July 19, 2001 Arrington O&G filed an application for and obtained a permit to drill the
Triple Hackle Dragon 25 No. 1. Well on the W/2 of Section 25, T-16-S, R-35-E, Lea
County, New Mexico. The OCD approved the application on July 19, 2001.

The unit designated by Arrington O&G for this permit covered lands described in the
Original Stokes Leases and the Huff Top Leases.

On information and belief, Arrington O&G obtained this permit to drill on the basis of

ownership rights claimed to be held pursuant to the Huff Top Leases.

PlaintifPs Complaint for Declaratory Judgment, Tortious Interference, Page 7
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\000021\297609.1



40.

41.

42.

43.

44.

45.

46.

On July 30, 2001,Arrington O&G filed an application for and obtained a permit to drill the
Blue Drake 23 No. 1. Well on the E/2 Section 23, T-16-S, R-35-E, Lea County, New
Mexico. The OCD approved the application

The unit designated by Arrington O&G for this permit covered lands described in the
Original Stokes Leases and the Huff Top Leases.

On information and belief, Amrington O&G obtained this permit to drill on the basis of
ownership rights claimed to be held pursuant to the Huff Top Leases.

David H. Amington (“Arrington”), President of Arrington O&G, made statements to a
TMBR/Sharp representative that the leases held by TMBR/Sharp had terminated and his
company intended to move forward with development.

On August 8, 2001, TMBR/Sharp was denied a permit to drill the Blue Fin “25" No. 1 Well
on the E/2 of Section 25, by letter from Chris Williams, District I Supervisor for the Oil
Conservation Division of the State of New Mexico, stating that the permit granted to
Arrington O&G precluded the permit applied for by TMBR/Sharp.

On August 8, 2001, TMBR/Sharp was denied a permit to drill the Leavelle “23" No. 1 Well
on the E/2 of Section 23, also on the basis of a letter from Chris Williams with like statement
that the permit granted Arrington O&G precluded the granting of the permit sought by
TMBR/Sharp.

The Original Stokes Leases are in full force and effect. However, each of these leases
contains a “continuous development clause.” Specifically, in Paragraph 12 of Exhibit A of

each such lease provides in pertinent part: “Should Lessee fail to timely commence a well

PlaintifP's Complaint for Declaratory Judgment, Tortious Interference, Page 8
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\0000211297609.1



47.

48.

49.

50.

51.

52.

in accordance with aforesaid 180 days continuous drilling or development prior to the point
in time the leased premises have fully developed then this lease shall terminate as to all lands
not included in or otherwise allocated to a well unit.”
TMBR/Sharp attempted to drill two additional wells in accordance with the provisions of
Paragraph 12 of the Original Stokes Lease, but was denied drilling permits by the OCD on
its leasehold property because those lands are claimed to be subject to the Huff Top Leases.
The drilling applications filed by Arrington O&G have prevented TMBR/Sharp from
exercising its rights and fulfilling its obligations under the Original Stokes Leases.
COUNT I
DECLARATORY JUDGMENT: ORIGINAL STOKES LEASES
ARE PROPERLY POOLED
TMBR/Sharp incorporates by reference the factual information contained in paragraphs 1
through 44 of this Complaint.
TMBR/Sharp is an interested party under a written contract whose rights, status or other legal
relations should be determined by the Court pursuant to the New Mexico Declaratory
Judgment Act 44-6-1 through 44-6-15.
TMBR/Sharp seeks a declaratory iudgment from the Court that the Original Stokes Leases
are in full force and effect because TMBR/Sharp was drilling upon lands properly pooled
with the lands covered by the Original Stokes Leases across the expiration of the primary
term as provided for in Paragraph 5 of the lease.
Specifically, TMBR/Sharp seeks a declaratory judgment that its written unit designation filed

in Lea County with the Oil Conservation Division of the State of New Mexico on

Plaintiff’s Complaint for Declaratory Judgment, Tortious Interference, Page 9
Repudiation, Damages, and Injunctive Relief
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53.

54.

55.

56.

November 17, 2000 satisfied the obligations of Paragraph 5 of the Original Stokes Leases
to properly pool the NW/4 SW/4 of Section 25, T-16-S, R-35-E, into a unit comprised of the
W/2 of said Section 25.

COUNT II
DECLARATORY JUDGMENT: HUFF TOP LEASES NOT EFFECTIVE
Plaintiff incorporates by reference the factual information contained in paragraphs 1 through
44 of this Complaint.
TMBR/Sharp seeks a declaratory judgment from the Court that the Huff Top Leases are not
effective because the Odginal Stokes Leases are currently valid and subsisting oil and gas
leases covering the lands described therein and superior in all respects to the Huff Top

Leases.

COUNT 111
TORTIOUS INTERFERENCE

Plaintiff incorporates by reference the factual information contained in paragraphs 1 through
44 of this Complaint.

Arrington, Arrington O&G’s and Huff's solicitation and acceptance of the Huff Top Leases,
constitute deliberate and malicious tortious interference with the contractual relationships

between TMBR/Sharp on the one hand and each of Madeline Stokes and Erma Stokes

Hamilton on the other.

Plaintiff’s Complaint for Declaratory Judgment, Tortious Interference, Page 10
Repudiation, Damages, and Injunctive Relief
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57.

58.

59.

60.

61.

62.

63.

Huff’s knowledge of the Original Stokes Lease is undisputed and clearly evidenced by the
fact that Huff took a top lease that would not be viable until the expiration of the Original
Stokes Leases.
TMBR/Sharp has been denied its right to perform continued drilling operations on the
Original Stokes Leases.
Huff, Arrington and/or Arrington O&G have asserted that the Original Stokes Leases
expired, that the Huff Top Leases were valid and subsisting oil and gas leases, and requested
and received permits from the OCD to drill wells on lands and miherals covered by the
Original Stokes Leases.
Arrington O&G obtained drilling permits, told TMBR/Sharp employees that the Original
Stokes Leases were expired, and performed operations on the lands covered by the Huff Top
Leases.
Huff, Arrington and Arrington O&G further knew and understood that TMBR/Sharp could
not utilize its contractual rights if it could not obtain permits from the Oil Conservation
Division of the State of New Mexico to drill on acreage covered by the Original Stokes
Leases.
Huff’s, Arrington’s and Arrington O&G’s willfully and intentionally committed acts
calculated to cause damage to TMBR/Sharp and its lawful business and ownership of the
property pursuant to the Original Stokes Leases.

Huff’s, Arrington’s and Arrington O&G’s acts were the proximate cause of damage to

TMBR/Sharp in that TMBR/Sharp lost the opportunity or lost time in which to drill wells

Plaintiff’'s Complaint for Declaratory Judgment, Tortious Interference, Page 11
Repudiation, Damages, and Injunctive Relief
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64.

65.

66.

on the pre-selected sites, and deprived TMBR/Sharp of the benefit of the Original Stokes
Leases.

TMBR/Sharp has suffered actual damage and loss by virtue of Huff’s, Arrington’s and
Arrington O&G’s conduct by losing drilling opportunities in that drilling rigs are now
reasonably available and gas prices remain high. If drilling is delayed, either rigs may
become unavailable or gas prices may drop. Further, TMBR/Sharp has been damages by its
loss of future production from the two wells it intended to drill but was denied permits for.

_C_QLNT__I_Y
TMBR/SHARP’S DUTY TO DRILL SHALL BE SUSPENDED

Plaintiff incorporates by reference the factual information contained in paragraphs 1 through
44 of this Complaint.

Paragraph 9 of each of the Original Stokes Leases provides in pertinent part: “Should lessee
be prevented from complying with any express or implied covenant of this lease, or frbm
conducting drilling or reworking operations hereunder, or from producing oil or gas
hereunder by reason of scarcity or inability to obtain or use equipment or material or by
operation of force majeure, or by any federal or state law or any order, rule or regulation of
governmental authority, then while so prevented, lessee’s duty shall be suspended, and
Lessee shall not be liable for failure to comply therewith, and this lease shall be extended
while and so long as Lessee is prevented by any such cause from conducting drilling or

reworking operations or from producing oil or gas hereunder, and that time while Lessee is
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so prevented shall not be counted against Lessee, anything in this lease to the contrary
notwithstanding.”

67.  The conduct of Arrington O&G, acting on behalf of or in concert with Huff, in applying for
and receiving permits to drill from the Oil Conservation Division on lands and minerals
covered by the Original Stokes Leases, has caused the Oil Conservation Division to withhold
the applied for drilling permits for the Blue Fin “25" No. 1 Well and the Leavelle “23" No.
1 Well, thereby resulting in circumstances which have triggered Paragraph 9 of the Original
Stokes Leases.

68.  Pursuant to the terms of Paragraph 9 of the Original Stokes Leases TMBR/Sharp seeks a
declaratory judgment that its duty “shall be suspended” and it “shall not be liable for failure
to comply therewith [the lease] and the leases “shall be extended while and so long as lessee
isprevented . . .. from conducting drilling or reworking operations or from producing oil or

gas hereunder,” as a result of it being unable to obtain OCD permits for the drilling of the

referenced wells.
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69.

70.

71.

72.

69.

COUNT V
EQUITABLE CLAIM: LEASE REPUDIATION
Plaintiff TMBR/Sharp incorporates by reference the factual information contained in
paragraphs 1 through 44 of this Complaint.
Madeline Stokes and Erma Stokes Hamilton have, acting through their attorney, Michael J.
Canon, wrongfully repudiated the Original Stokes Leases by asserting that the actions of the
Lessee/Plaintiff are not sufficient, pursuant to the Original Stokes Leases, to perpetuate such
leases beyond the specified pﬁmafy térm.
Further, their assertions that the Huff Top Leases are valid and subsisting oil and gas leases
and permitting Huff and Arrington to obtain the interfering permits, precluding the exercise
by TMBR/Sharp of its rights pursuant to the Original Stokes Leases, constitute a clear and
unequivocal challenge to TMBR/Sharp’s title to the Original Stokes Leases.
For such time as TMBR/Sharp is 'precluded from obtaining permits and pursuing its rights
pursuant to the Original Stokes Leases, TMBR/Sharp requests this court exercise its
equitable powers and suspend the running of any time period for performance by
TMBR/Sharp pursuant to the Original Stokes Leases.
PRAYER FOR RELIEF
WHEREFORE, PREMISES CONSIDERED, Plaintiff TMBR/Sharp, Inc. respectfully

requests the Court enter judgment awarding TMBR/Sharp the following relief:
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a. All direct and consequential damages of Defendants’ breaches of their duties as
described herein;

b. An award of damages for Arrington’s and Huff’s tortious interference;

c. A declaration that TMBR/Sharp’s written unit designation filed in Lea County with
the Oil Conservation Division of the State of New Mexico on November 17, 2000,
satisfied the obligations of Paragraph 5 of the Original Stokes Leases to properly pool
the N/4 SW/4 of Section 25, T-16-S, R-35-E, into a unit comprised of the W/2 of
said Section 25;

d. A declaration that the Huff Top Leases are not effective because the Original Stokes
Leases are currently valid and subsisting oil and gas leases covering the lands
described in this Complaint;

€. A finding that Madeline Stokes and Erma Stokes have repudiated the Original Stokes
Leases;

f. Equitable relief relieving TMBR/Sharp from any obligation to conduct further
drilling operations required under the Original Stokes Leases pending a judicial
resolution as to the validity of the Original Stokes Leases;

g. A temporary restraining order and injunctive relief ordering Arrington O&G and/or
Huff refrain from drilling any wells on and acreage covered by the Original Stokes
Leases;

h. Awarding TMBR/Sharp costs, reasonable attorney’s fees and pre-judgment and post-

judgment interest at the highest lawful statutory or contractual rate; and
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L. Awarding TMBR/Sharp such other and further relief at law or in equity to which it

may be justly entitled.
Respectfully submitted,

COTTON, BLEDSOE, TIGHE & DAWSON, P.C.
500 West Illinois, Suite 300
P.O. Box 2776

Midland, Texas 79702-2776
(915) 684- 5782

(915) 682- 3672 Fax

By: / Az ,uw[ / /C o'“w7
SUSAN R. RICHARDSON ~~ )

RICHARD R. MONTGOMERY s
ROBERT T. SULLIVAN

and

PHIL BREWER

P. O. Box 298

Roswell, NM 88202-0298
(505) 625-0298

ATTORNEYS FOR PLAINTIFF
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EXHIBIT A
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R
Madeline Stokes L,

STATE OF TEXAS }
} s

COUNTY OF Croui(ett— ‘

< o
This instrument was scknowledged before me on the 4 day of ..\i{fk@.&&_, 1997, by

Madeline Stokes, dealing in her sole and scparate property.

*,

) - 'af ] )
o Notary Publle - -
My commission expires: 03-23-0! ‘
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EXHIBIT “A™

Attached to and made s part of that certain oil and gas lease dated August 25, 1997, but effective
Deceinber 7, 1997, by and between Madeline Stokes, lessor, and Ameristate Oil & Gas, Inc., lossee:

12, Notwithstanding anything contained hereinabove to the contrary, it Is understood and agreed thar a1 the
¢apirativn of the pritnary term, this fease shall terminate as 10 all fands cavered hereby not included in or otherwise
allocated 10 a “well unit™ a3 hereinafter defined, unless Jessce js producing ail, gas or ather hydrocarbons from any
well on the leased premiscs, or lands pooled therewith, or is drilling upon said lands across the expiration of the
primary term as provided for in the body of this lease, and docs not alfow more than 180 days to clapse between the
completion ur abandonment of one well on such land and the commencement of another well thereon until the Jeased
premises have been “fully developed,™ as hereinafter defined. Operations for drilling of the first such development
well must be commenced (a) within 180 days after the expiration of the primary term if production is established
under Lhis lease prior 1o the expiration of the primary term, or (b} within 180 days of completion of the well which
15 beirg drilled, tested or complcted acrosy the expiration of the primary term. Should lessee fail to timely commence
a well in accordance with aforesaid 180 days continuous drilling or development prior to the point in time the lcased
prentses have fully developed then this lease shall terminate as to all lands not included in or athcrwise allocated to
a well unit., For the purpose hercof, the term “well unit™ shail mean the proration or spacing unit created for 2 well

capable of producing oil and/or gas or other hydrocarbons in paying quantities as in accordance with the applicable
rules and regulations of the New Mcxico Oil Conservation Division or other governmental authority having
junxdiction, and the tem “fully developed™ shall meen the point in time when the entirety of the leased premises has
been included in 2 well unit or units as defined. The date ol completion of 8 well shall be the date of a potential test
if'a producing well and the date of plugging if & dry bolc or abendoncd well. At the end of Lhe continuous drilling
prograny, il any, this lease will automatically terminate as to all lands covered hereby which have not been so fully
devcloped and as to lands so fully developed shall terminate as to all depths lying more than 100* below the total
depth dnlled.

13 Payment of shut-in gas well royaltics will not be permitied to meintain this lease in force for any period longer
than two consecutive years, without the written consent of Lessor.

Signed for identiflcation purposes:

Fi) e, 2L
Madeline Stokes
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OIL & GAS LEASE

THIS AGREFMENT medu thin August 25, 1997, but effective Docember 7, 1997, totween Zrma Stakes Humllton, dealing In bor scle
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é Stokes Hamilton ' ._ -

STATE OF TEXAS }
] s
COUNTY OF _HOWARD )

This fnstrument was acknowledged befors me en the _Sth__ dayof ___S_m_mnh_u:_. 1997, by
Erma Stokes Hamilton, dealing (a ber sol¢ and scparate property, : .

3

Netary Publi{  © ~ -

January §, 1998
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EXHIBIT “A* -

Attached to and made & part of that certain oll and gas lesss dated August 25, 1997, but effective
’Demmbcr 7. 1997, by and between Erma Stokes Hamilton, lessor, and Ameristate Oil & Gas, Inc.,
ecsee:

13.  Notwithstanding anything contained hereinabove to the contrary, it is understood and agreed that at the
expiration of the primary torm, this lease shall terminate a3 to 41l lands covered hereby not Included In or otherwiss
allocated 1o 2 “well unit” as hereinafter defined, unless lessec is producing oil, gas or ather hydrocarbons from any
well on the leased premiscs, or fands pooled therewith, or is drilling upon said lands across the expiration of the
primary tarm as provided for in the body of this lease, and does not allow more than 180 days to elspse between the
completion or abandonment of cae well on such land and the commencament of another well thereon until the leased
premises have been “tully developed,” as hereinafter defined. Oparations for drilling of the first such developnient
well must be commenced (2) within 180 days after the expleation of the primary term if production is established
under this lease prior to the expiration of the primary term, or (b) within 180 days of completion of the well which
is being drilled, tested or completed across the expiration of the primary temi.  Should lesses fail to timely commence
1 well in accordance with aforesaid 180 days continucus drilling or develapment prior to the point in time the leased
premiscs have fully developed then this lease shall terminate as to ol lands not included in or otherwise allocated to
s well unit. For the purpose hereof, the term “well unit™ shall mean the proration or spacing unit created for a well
capable of producing oil and/or gas or other hydrocarboas in paying quantities as in accordance with the appliceble
rules and regulations of the New Mexico Qil Conservation Division or other governmenta! suthority having
jurisdiction, and the term “fully developed™ shall mean the point In time when the entirety of the leased premises has
becn included in a well unit or units as defined. The date of completion of 2 well shall be the dste o€ a potential test
if a producing well and the datc of plugging if & dry hole or abandoaed well. At the end of the continuous drilling
program, if any, this lcase will automatically terminate as to all lands covered hereby which have not becn so fully
developed and a3 to lands so fully developed shafl terminate a3 to all depths lying more than 100" below the tatat
depth drilled.

13.  Payment of shut-in gas weil royaitias will not be permitted to maintaln this [case in force for any perdod longer
than two coasecutive years, without the written consent of Lessor.

Signed for identification purposes:

{ énm Stokes Hamilton

-‘-".“‘4“':' e
“ 2l B ' . 15,
“_"\’QE .‘c*'.oi’g‘al*w::
:':Agﬁ\.‘ - Q -4'_
ixis gL
12, oy o7
- Y - v
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y: STATE OF NEW MEXICO . v.{)o
& COUNTY OF LEA Lk e
w 1
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»
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EXHIBIT C

Plaintiff’s Complaint for Declaratory Judgment, Tortious Interference, Page 19
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\0000211297609.1
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PO Box 1982 Nobol NM 33241-19%0

Dratricy 8

8.} South First, Ancsia. NM 82210

Diwna 1Y

1000 Rio Brasos R4 . Anec, NM §7410

Qistrict LV
MO Sauea Pactca. Sunta Fe,

NM §7303

FAK:

e, L RN Mg

OIL CONSERVATION DIVISION
2040 South Pacheco
Santa Fe, NM 87505

A S

\J

rauL ¢
Form C-{01

Ravited October 18, 1994
lastrucdons on back *
Submn 10 Appropriste District Office
Sate [ease - § Copies
Fee Leass - 3 Coples

(7 AMENDED REPORT

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

' Operater Nams and Address.
TMBR/Sharp Drilling, Ine.
P. O, Drawer 10970
Midisnd, TX 79702

) OGRID Number
034554

Jo- aa. gsJ;’]

¢ Praparty Code ! Progarty Nums S Well No.-
| X449 Blue Fla “24* N
’ " Surface Location '
Ul.octotnm, | Scctiam | Townarip | Range | Lot16n | Foetfroon the | NerthSowshline | Fow fromede | Eam/West lne Couat
M 24 | 165 | sE 660 Wast 760 South Lea
! Proposed Bottom Hole Location If Different From Surface
UL or et ma. | Scction | Townshly | Range Let ida Foet from the NertvSouth Une Pest from the Zac/West line Coun
* Propased Peol 1 “ Prepescd Poui 2
Towasend (Morrow)
" Werk Trpe Cosde “ Wil Type Code " CablerRetary 4 Lease Typa Code Y Greund Lovel Elevaties
N G R P —393¢-29¢ |
" Multigle " Prepueed Depc * Formatina * Comractas " Spod Duca
No 12.800' Morrow TMBR/Sharp 11/19/00
! Proposed Casing and Cement Pro
Hole e Cusing Sioe Cusing waghetons | Sesiog Depit_ Kacku o Comane Eniswd TOC
17% 13% 48 450 “o Surface
11 3% 32 $,000 1,800 Surface
TA 514 17 12,800 1,200 4,300

3 Describe the proposed program. If this application is 1o DEEPEN or PLUG BACK give ths data on the present
productive zone and proposed new productive zoze. Describe the blowout prevention program, If any. Use sdditlonal
sheets if necessary.

It is proposed to drill & 174" hole to £450' with FW, set 138" casing and cement casing back 10 surfaca. An 11"
intermediate holc will then be drilled ta +5,000° w/brine-cut brine system and an 3%" casing string will be set and
cemented back to surface. A 3000 psi snaular peeventer snd 3000 pai dual ram BOP will be used on the intermediaie bols.
A 74" hola will be drilled to an approximate TD of 12,800' w/FW mud. The 5'4” casing will be set at TD and cemented
beck (o the intermediate casing at 5,000', A 3000 psi annular preventer and 8 5000 psi dual rara BOP will be used on the
TA" bole. Mud up will eccur betwesn 9,000' and 11,000 and several DST’s are planned.

p - - 4r=m—
Wiiyriaiinivs Ao fom-uma et OIL CONSERVATION DIVISION
Samisrn D %_ Appreved by: GARY tmeED By
) SIELDRER. N
T View Praden smeeniiie Yo 99 Wﬂnm
Date: November 1§, J008 Teae: (1) 05500 Conutitions of Apgreval 1
- Atneed O

)

Permnit Expires 1 Yoar From Approval
Date Unless Drilling Underway

4



EXHIBIT D

Plaintiff’s Complaint for Declaratory Judgment, Tortious Interference, Page 20
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\000021\297609.1



EXHIBIT E

PlaintifP’s Complaint for Declaratory Judgment, Tortious Interference, Page 21
Repudiation, Damages, and Injunctive Relief
Mid: SRICHARDSON\004370\0000211297609.1
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EXHIBIT F

Plaintiffs Complaint for Declaratory Judgment, Tortious Interference, Page 22
Repudiation, Damages, ard Injunctive Relief
Mid: SRICHARDSON\Q04370\000021\297609.1
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RATIFICATION

STATE OF NEW MEXICO )
COUNTY OF LEA }

KNOW ALL MEN BY THESE PRESENTS:

of which is recorded af 3% 1084 pg 283 , Lea County, New Mexico (the
", in ol &s terms and conditions and acknowledge end egree thet ss of the
of this inetrument that the Lsase is e vaid and subsisting of and gas lease
binding upon Lessor 10 the same axtent as ¥ Lessor had exncuted the Lesse in the
capaclly herel: stated.

For the same consideration, Lessor doss hereby gravit, lasse and lat exclusively
unio James D. Hult, whose maling address is PO Box 705, Mineoia, Texas 75773, the
hands coversd by the isase on the same ferms and condiions as contsined In the

¥

E

|

This inatrumernt shall inure 10 the banef of the partias hereto, there respective

heirs. sucosssors, and aseigns.
EXECUTED a8 of the dats set forth in the acknowledgment below, but

EFFECTIVE for afl purposss March 27, 2001.

g‘) ’jt ‘\\'\"““c"";""'al"'v

27-2004
ACKNOWLEDGEMENT - ""‘l’lnnnl“““

STATE OF }
COUNTY OF ZME_ }

This instrumend was acknowledged belore me this
2001 by Torn Stokes and John Devid Stokes.

2 e March,
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